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MISSION STATEMENT

To protect the interest of and secure fair treatment to policyholders;

To bring about speedy and orderly growth of the insurance industry (including annuity and
superannuation payments), for the benefit of the common man, and to provide long term
funds for accelerating growth of the economy;

To set, promote, monitor and enforce high standards of integrity, financial soundness, fair
dealing and competence of those it regulates;

To ensure that insurance customers receive precise, clear and correct information about
products and services and make them aware of their responsibilities and duties in this regard,;

To ensure speedy settlement of genuine claims, to prevent insurance frauds and other
malpractices and put in place effective grievance redressal machinery;

To promote fairness, transparency and orderly conduct in financial markets dealing with
insurance and build a reliable management information system to enforce high standards of
financial soundness amongst market players;

To take action where such standards are inadequate or ineffectively enforced,;

To bring about optimum amount of self-regulation in day to day working of the industry
consistent with the requirements of prudential regulation.
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OVERVIEW

Introduction

A sound financial sector, it is said, is the backbone of a healthy
economy. The mid term review of the macro economic and
monetary developments in 2004-05 by RBI indicated an
improvement in the overall trends. There is a sustained growth
in the production of basic goods, capital goods, intermediate
goods and consumer durables as also in the six major
infrastructure industries. Exports increased by 24.4 per cent
in US dollar terms during April-September 2004 as against
8.1 per cent in the corresponding period of the previous year.
The corporate results continue to be good and cash flows so
generated may get translated into higher investment. The
growth during the first half of the current year is on the strength
of 8.2 per cent growth in Gross Domestic Product (GDP) in
2003-04. As per projections, the economy is expected to grow
by 6.0 to 6.5 per cent during 2004-05. Insurance sector is a
major contributor to the financial savings of the household
sector in the country, which are further channelized into various
investment avenues. As per preliminary estimates, contribution
of insurance funds to the financial savings was 14.9 per cent
in 2003-04, viz., 2.2 per cent of the GDP at current market
prices. Life Insurance Funds, Postal Insurance and State
Insurance contributed 14.5, 0.1 and 0.3 per cent, respectively.
The percentage of life insurance funds to the GDP at current
market prices increased from 2.1 per cent in the previous year.
Significantly, the contribution of Provident and Pension Funds
to financial savings decreased to 13 per cent as against
14.3 per cent in the previous year.

The overall growth in the insurance industry has been positive.
Global players have exhibited an interest in the huge market
that India offers. Given that 42.9 percent of the financial savings
are parked with the banking sector, there is a vast potential
for the insurance sector to grow. Today, India accounts for
only 0.59 per cent of the US$2,940.67 billion global insurance
market. Many international studies have estimated that the
insurance industry in India can grow by over 125 per cent in
the next ten years. In fact India has been identified as one of
the two fastest growing insurance markets. The growth in the
life segment is expected to be faster as against the non-life
segment.

In the environment that has been created subsequent to the
opening up of the insurance sector, the players in the industry
were expected to create additional markets by enhancing the
level of risk awareness amongst the uninsured public, thereby
spreading both the message and the associated benefits of
insurance across a wider cross section. The liberalized
environment was also expected to improve the levels of
customer satisfaction. New products were also expected to
be introduced to take care of the unattended risk exposures.

On the flip side, the economy was also expected to benefit
from the additional investments, particularly in the State
directed areas.

Gains of Liberalization

Four years down the line, comfort can be drawn on the gains
of opening up. The growth in the insurance sector during the
period, in the Indian context, has been in many areas besides
premium numbers. The participants in the industry has gone
up from five insurers (including Life Insurance Corporation of
India but excluding General Insurance Corporation) in the year
2000 to 14 insurers each in the life and non-life segments
(including Export Credit Guarantee Corporation and Agriculture
Insurance Company). The premium underwritten by the
industry has grown from Rs.45,677.57 crore in the year 2000-
01 to Rs.83,645.11 crore in 2003-04. The channels introduced
in the market to underwrite premiums include agents, brokers,
corporate agents including banks, referral arrangements and
sales through the internet. The insurance sector has gained
in strength with additional commitment of funds to support the
activities of the insurers. The paid up equity capital of the
insurers stood at Rs.5607.67 crore as on 31st March, 2004,
as against Rs.1692 crore as on 31st March, 2001, confirming
their long term commitment to the industry. Insurers have
introduced innovations while launching new products in the
market, and alternative channels have been tapped to increase
the penetration and reach of the industry. Tailor made products
have been launched to meet the aspirations of the rural
populace and to evolving needs of a growing economy, both
in the manufacturing and the services sectors. Efforts at
increasing consumer awareness and putting in place the
regulatory framework for protection of policyholders’ interests
have been made at both the industry and regulatory levels.
The competitive market conditions have also resulted in driving
down premium rates/charges in respect of certain products
and in improving the quality of services offered by the insurers.
On the strength of the improved financial positions, non-life
insurers, in the private sector have reported increased
retentions during 2003-04. The net retention of the private
insurers during 2003-04 was 47.31 per cent as against 42.58
per cent in the previous year. Similarly, the net retention of
the four public sector insurers increased to 72.30 per cent in
2003-04 as against 71.28 per cent in 2002-03.

Experience of new insurers

The experience of new life insurers over the last four years
shows that companies which have grown in terms of increased
market share, have reported a deficit in the Revenue Account.
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However, such deficit has been funded through injection of
equity capital at regular intervals. While twelve new life insurers
have indicated losses during the first four years of their
operations, these losses have been in line with the projections
made at the time of registration. In addition, to meet the
expectations of the policyholders, life insurers have brought
in additional capital to support declaration of bonus to the
policyholders, as per the stipulations of the Authority. In terms
of premium underwritten the life insurers exhibited a growth
of 178.83 per cent over 2002-03.

The non-life insurers, on account of the nature of their
operations, break even early. A comparison of the operations
of the eight non-life insurers with their projections reveals that
these insurers have been able to generate profits in the
second/ third year of their operations. In the year 2003-04, six
of the eight private non-life insurers reported net profits. In
case of the other two insurers 2003-04 was the first full year
of their operations. In terms of premium underwritten, the
private insurers recorded a growth of 67.27 per cent over the
year 2002-03. The growth of premium can be attributed to
increase in mega risk policies, where premiums are dictated
by the reinsurers; increase in motor tariff rates together with
an increase in auto sales; customer led demand for medical
insurance; and the buoyant economy.

Performance of the public sector insurers

The public sector insurers have geared up to meet the
challenges of liberalization. They have streamlined their
operations in the emerging scenario. A review of the premium
underwritten by the public sector insurers, both in life and
non-life segments, indicates that while the public sector
insurers have increased the gross premium underwritten by
them during the years 2000-01 to 2003-04, their market share
has shown a steady decline. The market share of the public
sector non-life insurers in terms of premium underwritten stood
at 87 per cent. LIC held a market share of 95.29 per cent of
the gross premium underwritten in the life segment. In terms
of the first year premium, its market share in 2003-04 stood at
87 per cent.

Role of the reinsurer

Prior to the opening up of the insurance sector, the reinsurance
programme for the Indian market was decided by GIC. The
program was drawn up taking into account the financial and
operational skills of the four public sector insurers, with the
objective of maximizing retention within the country. GIC had
controlled the obligatory cessions, market pool arrangements,
market surplus treaty facilities and facultative placements of
direct insurers. The property (large and listed) risks were
underwritten on a market basis by the GIC and were
communicated to the companies for accounting and record
keeping.

Post liberalization, GIC was designated as the national
re-insurer, and its programmes are designed to optimize
retention to develop adequate capacity within the country. In
this context, insurers are making placements abroad if the
local terms do not suit them. Brokers are playing a role in
securing facultative placements abroad, especially in aviation,
energy risks, and petrochemical risks. However, there are
concerns about the local capacity not being exhausted, thereby
resulting in loss of premium and foreign exchange, and
un-utilized capacities being created at an extra cost. The
Indian market could benefit from the entry of reinsurers. The
capital requirement at Rs.200 crore has been a deterrent to
the entry of new players into the Indian market; besides, the
foreign players are reluctant to establish reinsurance
companies in India at a level of 26 per cent participation. For
the present, the foreign reinsurance companies have
established liaison offices in India. A review of the regulations
for establishing reinsurance companies is called for to
liberalize the foreign direct investments to 74-100 per cent.
This would facilitate higher retention of premium within the
country, and attract reinsurance business from other countries,
thereby moving India to the position of a regional reinsurance
hub in Asia in due course.

Intermediaries and ancillary services

There has been a significant growth in the number of agents
licensed by the Authority. The number of licenses issued, as
on 30th November, 2004 stood at 18,41,319. The number of
registered brokers as on the said date stood at 181 including
direct, reinsurance and composite brokers. Simultaneously,
25 third party administrators have been registered, and
surveyors and loss assessors have been categorized/are being
licensed by the Authority. Taking into account the fact that the
insurance sector is relying heavily on the information
technology sector for internal processing and for customer
service, and for outsourcing of various activities, opportunities
in IT have opened up with growth in the insurance industry.

Introduction of new Products

The opening up of the sector has resulted in introduction of
new products. Particularly, the unit linked products, which
offer both appreciation and insurance cover, have attracted
the attention of the insured. Today, a wider choice is available
to the customer, with products being tailor made to the needs
of the insured. Availability of riders, particularly health riders,
has been a positive development. The insurers are putting in
efforts to develop products both in the life and non-life
segments. However, the Authority has been concerned about
the policyholder making an uninformed decision, both on the
risks he bears and the costs borne by him. It is critical that the
policyholder is not drawn to the unit linked insurance products
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on the basis of the NAVs quoted by the insurers or the growth
indicated in the NAV based on past experience of the insurers.
The insured must recognize the fact that the risks in case of
the unit linked products are fully borne by him. The Authority
is examining the need for putting in place disclosure and
reporting requirements for all unit linked products.

In the non-life segment, weather insurance — to which
reference was made by the Finance Minister while presenting
the Union Budget for the year 2004-05 — was first launched in
the country by a private insurer. Other products launched by
non-life insurers include Mutual Fund Package Policy, Pollution
Liability Package Policy and Export Credit (Short Term) Policy—
Initiatives which the new players have taken. Additional covers
have also been launched by ECGC in the area of credit
insurance.

High lapse rates

Some new insurers have reported high lapse ratios. Generally,
life insurers expect to cover the initial strain on their capital
over the term of the policy. High lapse ratio could cause a
drain on the capital of the insurer, as the initial deficit in the
Policyholders’ Account would not be recovered in the
subsequent years. Lapse control mechanisms, which could
include campaigns to educate customers/prospective
customers, special revival campaigns, incentives to the
marketing officials to control first premium lapses, and training
for agents to emphasize upon need-based marketing of
insurance products are all part of the strategies adopted by
the insurers to control the lapse rates. While aggressively
marketing their products, the insurers need to examine the
feasibility of ensuring that the renewal premiums flow in the
subsequent years also.

Prudence in investments

Investment options are being offered through Special Purpose
Vehicles (SPVs) /public sector units/ economically weaker
section housing and urban infrastructure projects backed by
state government guarantees, particularly through private
placements in unrated debt securities. Insurers need to
exercise due diligence while investing in such projects backed
by State government guarantees. A thorough assessment of
the viability of the underlying projects for which funds are being
raised should be made. This is particularly necessary in the
light of State Government guarantees reaching unsustainable
levels. Insurers need to refrain from the tendency to roll over
the defaults in such projects on the strength of the State
government guarantees.

The requirements for provisioning do not necessitate
recognition of defaults on government guaranteed loans till

such guarantees have been invoked. To that extent, it may be
difficult to assess as to the adequacy of the provisions made
towards the non-performing assets. As per information
provided by the non-life insurers in their Annual Reports,
23.35 per cent of the loan assets were non-performing as on
31st March, 2004, up from 21.07 per cent on the corresponding
date in the previous year. In the case of LIC, non-performing
loans constituted 3.89 per cent of corporate loans as against
0.57 per cent in the previous year.

Measures to increase insurance coverage

The statistics available on the premium underwritten in the
life and non-life segments indicate that insurance penetration
has increased with the opening up of the sector. The presence
of private players, who launched attractive advertising
campaigns, has increased awareness. In addition, tailor-made
products have facilitated increased coverage. Customer
satisfaction is further enhanced through various confidence
building measures aimed at protecting the interest of
policyholders. The Authority, on its part, launched an extensive
insurance awareness campaign on All India Radio (AIR) and
Doordarshan during July to December, 2003. This included
broadcast/ telecast of jingles and monthly phone-in
programmes of 30 minutes duration. Members, officers and
representatives of the Authority participated in the phone-in
programmes. The programmes were telecast in eleven
languages from the regional centres of Doordarshan / AIR so
as to cover a wider cross section of the society.

In addition to the conventional channels, NGOs and e-choppals
are being tapped to sell insurance in the rural markets for
providing coverage to informal sectors, backward classes and
economically weaker sections. Recently, the Authority has put
up a Concept Paper on Micro-Insurance on its website. This
could provide a framework for insurers designing suitable
micro-insurance products. Norms are being framed to
recognize micro-insurance agents, like Non Government
Organizations (NGO) and Self Help Groups (SHG). While
initiatives have been taken by insurers to increase coverage
in the rural and social sectors, the results have not been
encouraging. Further initiatives by them are required to ensure
that the benefits to this socially relevant sector reach all nooks
and corners of the country, and with an affordable price tag.
The recent initiative by the Reserve Bank of India permitting
Regional Rural Banks (RRBs) to act as corporate agents is
another step in this direction. Viewed in the context of the
ageing population, and the increasing dependency ratio, the
need for increasing penetration assumes an even more critical
dimension.

While these innovations are likely to augur well for improving
insurance penetration, there are certain limitations to
increasing the business in the non-life sector. Premium
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payment is viewed as an expense item with no savings element
attached and no tax incentive accorded to such payments other
than in respect of health related premium. Such tax incentives
are available to life insurance premium payments. The
contribution of the services sector to Gross Domestic Product
(GDP) has significantly increased in the last decade. This offers
a vast untapped potential for the insurance cover in the housing
sector and for motor insurance. Special efforts are required to
increase coverage in both health and personal lines. There is
a scope for increasing penetration through policies for
shopkeepers and householders.

Review of the legislative framework

The initiative taken by the Authority to approach the Law
Commission of India for a review of the Insurance Act, 1938
received good response from all the stakeholders in the
insurance industry. The Law Commission has since finalized
its Report on revision of the Insurance Act, 1938 and the IRDA
Act 1999, and it has been tabled before the Parliament. The
Report was guided by the Consultation Paper circulated by
the Law Commission. The review was initiated for consolidating
the insurance related legislations into a single codified Act of
Parliament, with the legislative powers resting with the
Government of India and the regulatory mechanism for the
professional supervision and development of the insurance
industry vested with the Authority.

The recommendations of the Law Commission are broadly
focused on issues pertaining to merging of the provisions of
the IRDA Act with the Insurance Act, 1938 to avoid multiplicity
of legislations; amending and updating the provisions of the
Act to meet the current needs of the insurance industry;
bringing consistency among various provisions in different
sections of the Act by putting them into a core provision relating
to a particular subject/topic; recasting certain sections so as
to remove ambiguity and to make them more specific and clear;
and defining/re-defining certain terms which are required to
be defined in the process of improving the existing legislation.
The Commission has specifically focused on the need for a
full fledged grievance redressal mechanism and on raising
the limits on the fines and penalties to be levied under the Act,
S0 as to ensure adequate in-built deterrence in the regulatory
mechanism.

Building up Statistical Data

The Authority has been pre-occupied with building up adequate
database in respect of all stakeholders in the industry. Such
initiatives have been met with responses like non-availability
of data on pricing of products, provisioning of claims, data on
health insurance, pricing on health services and on
catastrophes. While the insurers in the private sector have
put in place advanced IT support systems, the public sector

insurers who account for about 90 per cent of insurance
business in India, need to strengthen their Information
Technology departments. From the long term perspective, it
is incumbent to establish an electronic linkage between the
branch and head offices of individual insurers and with the
Authority / Tariff Advisory Committee (TAC). As the
transmission of information would be voluminous in future, it
would be pertinent to explore possibilities for establishing a
dedicated “Insurance Net". Collection and collation of data
will also facilitate establishing benchmarks for the industry.
The Authority has initiated efforts on data warehousing in
respect of Health and Motor, and TAC has been identified as
the repository for the purpose. Initiatives have also been taken
on building up databases on declined lives in the life sector.

Role of Self Regulatory Bodies

During the year, the Authority received complaints of rebating
and non-implementation of the provisions of the Insurance
Act, 1938. The Authority drew the attention of various
stakeholders in the industry to these undesirable practices,
and also carried out advertisements to draw the attention of
the public to these practices. The Life Insurance Council and
General Insurance Council were revived in February 2001,
with membership drawn from the industry. These associations
can certainly draw upon the experiences and best practices
evolved in other countries. The industry associations can
generate a consensus on contentious issues like introducing
concepts of additional disclosures, pool statistical data to
facilitate pricing of products, evolve better risk management
system and set codes of best practice for market conduct.
The Councils are the platforms available for the industry
participants to interact and to set up practices for the healthy
growth of the industry. In the same context, a broker licensed
by the Authority is necessarily required to be a member of the
Insurance Brokers Association of India. The Association is
functioning as a Self Regulatory Organization (SRO) with a
Disciplinary Committee in place. A representative of the
Authority is also a member of the Committee. Development
of these self regulatory bodies augurs well for the industry to
put across its view point on critical areas for the growth of the
industry.

Globally, regulators are moving towards building up
mechanisms for corporate governance within the regulated
entities. Sound market practices combined with putting in place
a “fit and proper” management can facilitate evolution of best
management practices while strengthening the regulator’s role
of “management by exception”. Requirements of Investment
Committee, Internal Audit Committee, joint statutory auditors
being appointed for not more than a specified period are all
laid down to strengthen the internal control mechanisms. This,
combined with self regulatory mechanism, can help the
industry weed out unhealthy market practices. Self regulation
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supported by a quick market response for over-stepping can
have effective deterring impact.

Capital requirements for the insurance industry

Insurance is a capital intensive industry, and costs of
establishing businesses are high. As the insurance premiums
within a country grow, there would be increasing pressures
on reserving, adequacy of capital and reinsurance. Increase
in foreign direct investment limit from 26 per cent to
49 per cent possibly could open up avenues for more players
to enter the market, thereby making the industry more
competitive and efficient. While strengthening the capital base
of the insurers, it will further confirm the commitment of the
foreign promoters to develop the insurance sector in the
country. Further, in case of the domestic partners who are
unable to inject fresh funds due to the high stipulation of 74
per cent, increase in the foreign stake to 49 per cent would
facilitate their ability to shore up their equity base.

De-tariffing the non-life sector

At present in the non-life industry, Fire, Motor and Engineering
are under the tariff regime. After liberalization of the industry
and entry of private players it was expected that de-tariffing
would be introduced across the board. In view of the
continuous losses incurred by the industry in the past decade
under the motor portfolio, the Authority had constituted the
Justice Rangarajan Committee, followed by the S V Mony
Committee to examine various issues in the Motor portfolio.
As a follow up of the recommendations, the Authority proposed
to de-tariff the Motor — OD segment of the Motor portfolio w.e.f
1st April, 2005. However, most of the insurers expressed the
view that Motor — OD segment alone should not be de-tariffed.
They opine that either the entire motor portfolio should be
de-tariffed or de-tariffing should be carried out in respect of all
the segments currently under tariff. The argument put forward
by the industry against partial de-tariffing is that it would lead
to gross undercutting of rates resulting in cross subsidization
and therefore substantial reduction in premium as was
experienced when Marine Cargo Insurance was de-tariffed in
1994. On the other hand de-tariffing in one go may have an
impact on the financial condition of the companies, at least in
the short-term, though it may stabilize later on. The Authority
is in the process of having deliberations with the industry on
this issue.

Risk based supervision

In moving towards risk based supervision, seeking information
and on-site inspection become the basic steps. The first intent
of supervision is to ensure compliance with the legislative intent
of the regulations and a basic framework for reporting ensures
monitoring of compliance. The on-site inspections facilitate

confirmation and address the areas of concern to the regulator.
The evolving liberalized environment throws up challenges to
the regulator. Prudent players, including intermediaries, are
expected to lay down management strategies to adapt to these
changes and take steps to mitigate the risks which are thrown
up in the process. Insurance industry impacts the lives of
millions of people in a fundamental way, and thus casts an
additional responsibility on the regulator, for protecting the
interests of the policyholders. The process of supervision must
thus be one of evolution, adapting to the changes in the
environment in which the insurers and the intermediaries are
operating. It is in this direction that the Authority has been
issuing cautionary directives from time to time. While the
Authority is not in favour of managing the affairs of the
registered entities, it would continue to draw their attention to
the key risk factors to which the industry is exposed.
Simultaneously, insurers are required to identify the various
risks faced by them and lay down the strategies to mitigate
them. These are required to be enumerated in the
Management Report to be furnished by the insurers as part of
the annual financial statements.

Coordination between the regulators

With increasing integration of financial markets, restructuring
and consolidation in the financial sector, inter-linkages with
subsidiaries and growing overlap of banking and non-banking
activities of financial institutions, issues of systemic stability
have acquired new dimensions that require a proactive stance.
It is in this direction that coordination between the three
regulatory bodies in the financial sector, i.e., RBI, SEBI and
IRDA:s critical. In recent times there has been a pre-occupation
with issues pertaining to money laundering and establishing a
monitoring system for Systemically Important Financial
Intermediaries. Issues pertaining to regulatory gaps have been
discussed and efforts are being made to share information on
aregular basis. There is also an increasing concern about the
impact of conflicts of interest in the financial sector, and that
these are not allowed to compromise the interest of
stakeholders and public at large. These measures are
intended to have positive impact on investor confidence,
efficacy of the regulatory framework and, above all, the
credibility of those associated with the financial services. While
identifying steps to tackle these issues, the regulators propose
to draw upon international experiences.

Consultative Process

Today the insurance industry is facing varied challenges in
the evolving economic realities and changing demographics.
The industry’s achievements over time will be assessed not
just in terms of their performance but also their sensitivity to
the needs of the market, adoption of modern practices to
upgrade technical skills and a deeper penetration of the
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insurance market in terms of Gross Domestic Product. It is
hoped that such activities will enlarge the pie rather than result
in fractionalization of the pie. Ability to serve the policyholders
in an innovative manner together with competitive pricing of
the products should be the mantra of the insurers.

The Authority has continued to follow its practice of prior
consultation with the different groups and interested bodies to
forge a broad consensus while framing the regulations. The
Committees constituted by the Authority have been an attempt
at getting the viewpoint of the various stakeholders. This has
facilitated acceptance of the regulatory framework and has
led to the growth of the market. The objective of the Authority,
of course, is to move towards globally accepted standards
pertaining to the insurance industry. The membership of the
International Association of Insurance supervisors (IAIS) has
helped in the process of harmonization of the practices and
procedures followed in the Indian market with the world
standards.

Performance in the first half of 2004-05
(i) Life Insurers

The life insurers underwrote a premium of Rs.8425.06 crore
during the six months ended September, 2004 as against
Rs.5435.95 crore in the corresponding period of the previous
year, recording a growth of 55 per cent. While individual
premium at Rs.6697.31 crore, recorded a growth of
51.61 per cent, group business at Rs.1727.75 crore, grew at
69.66 per cent. In terms of number of policies, the industry
recorded a growth of 2.72 per cent. In terms of individual
and group business the growth in the number of policies
was 2.69 and 49.92 per cent respectively. LIC and private
insurers underwrote a premium of Rs.6832.19 crore and
Rs.1592.87 crore, respectively. In the context of the number
of policies underwritten, the private insurers recorded a growth
of 60 per cent over the previous year, as against which LIC
had a negative growth of 0.73 per cent. LIC’s group business
grew by 21.53 per cent as against individual business which
showed a negative growth of 0.74 per cent. In case of private
insurers the overall growth was 59.90 per cent with individual
and group policies growing at 59.61 and 448.12 per cent. The
market share of LIC in terms of premium and number of policies
underwritten during the six months period (April — September,
2004) was 81.09 and 91.16 per cent, respectively, as against
89.05 and 94.32 per cent during the corresponding period of
the previous year. During the same period, the number of
lives covered under the group schemes by the life insurers
was 31.04 lakh recording a growth of 50 per cent over the
previous year. The lives covered by the private insurers and
the LIC were 10.04 lakh and 21 lakh respectively. The life
insurers covered 7.98 lakh lives in the social sector with a
premium of Rs.8.53 crore. Insurers underwrote 17.69 lakh

policies in the rural sector underwriting a premium of
Rs.533.75 crore.

A comparison of the business underwritten by the life insurers
for the period ending September, 2004 with the corresponding
period of the previous year indicates that the new
insurers have captured additional market share. The premium
underwritten by the LIC and the new insurers grew by
41.14 per cent and 167.56 per cent, respectively, over the
corresponding six months period in the previous year.

(i) Non-life insurers

The non-life insurers underwrote a premium of
Rs.9211.71 crore during the six months period ended
September, 2004 recording a growth of 15.05 per cent over
the previous year. The premium underwritten by the non-life
insurers during April-September, 2003 was Rs.8006.54 crore.
The eight non-life insurers in the private sector underwrote a
premium of Rs.1681.80 crore as against Rs.1107.27 crore in
the corresponding period of the previous year, recording a
growth of 51.89 per cent. The public sector non-life insurers
including ECGC underwrote a premium of Rs.7529.91 crore
recording a growth of 9.14 per cent (Rs.6899.27 crore). ECGC
underwrote credit insurance of Rs.240.87 crore as against
Rs.201.91 crore in the previous year, i.e. a growth
of 19.30 per cent. The growth at the industry level was
15.05 per cent as against 12.4 per cent during the
corresponding six month in the previous year. The market
share of the public insurers, including ECGC, and the private
players was 81.74 and 18.26 per cent respectively.

While the segment-wise break-up for public sector insurers is
not available, the segment-wise performance of non-life
private insurers during the six months is assessed. The
premium underwritten by the eight insurers in the Fire,
Marine and Miscellaneous segments was Rs.519.47 crore,
Rs.110.42 crore and Rs.1051.90 crore recording a growth of
26 per cent, 48 per cent and 69 per cent, respectively over
the corresponding period of the previous year. Premium
underwritten by the private sector insurers in these segments
during April-September, 2003 was Rs.410.84 crore,
Rs.74.65 crore and Rs.621.76 crore respectively. The overall
growth over the corresponding six month period over the
previous year was 52 per cent.

In terms of number of policies, the private insurers underwrote
1.21 lakh, 0.64 lakh and 20.09 lakh policies in the Fire, Marine
and Miscellaneous segments reporting a growth of 28.35,
76 and 74.21 per cent respectively. The policies underwritten
in the corresponding period in the previous year were
0.95 lakh, 0.36 lakh and 11.53 lakh respectively. The growth
in terms of policies underwritten by the private insurers was
71 per cent over the six month period in 2002-03.
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To sum up, the economy is moving on a sound growth path
with improvement observed in various sectors of the economy.
With improvement in the world economy, the domestic services
sector in general and financial services in particular can expect
greater demands from the Indian public for services at par
with the rest of the world. The insurance industry which has
performed well in this current financial year so far, has to design
customer based products which can cater to all sections of
the society and across all age groups so as to gain further
grounds. Further, designing services to growing aging
population is a challenge which the insurers may face in near
future. Besides developing products, the insurers need to
consolidate their positions, and adopt good governance

practices so that the confidence in ‘insurance’ increases across
the various sections of the population.

The Authority has pleasure in presenting the Fourth
Annual Report of the Authority in terms of Section 20 of the
IRDA Act, 1999. The Report encapsulates the performance
of the Authority during the year 2003-04, including inter-alia,
the efforts aimed at the promotion and the development of the
insurance business in the country. A detailed presentation is
made in Parts | to IV. Part | covers the policies and programmes
of the Authority; Part Il covers the review of working and
operations of the Authority; Part Ill covers the statutory
functions of the Authority enshrined in the Section 14 of the
IRDA Act, 1999; and Part IV covers the organizational matters.
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PART |
POLICIES AND PROGRAMMES

A. REVIEW OF GENERAL ECONOMIC ENVIRONMENT

The Indian economy had the distinction of being one of the
two fastest growing economies in the World in the year 2003.
The growth in the real gross domestic product (GDP) in the
year 2003-04 was the highest at 8.2 per cent since 1991-92.
The acceleration in real GDP growth commenced from the
second quarter and strengthened to reach double-digits in the
third quarter of 2003-04. Agriculture led the resurgence on
the strength of a record kharif output, reinforced in the second
half with a bumper rabi crop. Growth in the manufacturing
sector was fuelled on account of revival in rural demand and
exports. The overall expansion of the services sector was
mainly driven by ‘trade, hotels, restaurants’, and ‘transport and
communication’. A steady improvement in the performance of
‘finance, insurance, real estate and business services’
accelerated the growth in the services sector to 8.7 per cent
in 2003-04.

The services sector remained the principal driver of the Indian
economy, contributing 57 per cent to the growth of real GDP
in 2003-04. ‘Agriculture and allied activities’ contributed
another 25 per cent as against a negative contribution of
31 per cent witnessed in 2002-03. Industry’s contribution to
growth declined to 18 per cent in 2003-04 from 34 per cent in
the preceding year. The changing face of the Indian economy
is well reflected in the contribution of various sectors to the
GDP. The shifts in sectoral shares reflect the longer-term
structural changes that are transforming the Indian economy.
The underlying shifts in the production structure of the
economy are reinforcing the leading role of services sector
and are reflecting its increasing synergies with the commodity
producing sectors, demand for consumer services and external
demand for a wide spectrum of knowledge-based services.

Industrial Performance

Industrial growth was broad-based and found impetus in the
accelerating industrial activity in various parts of the world
especially in East Asian economies. Exports, fuelled by
external demand, provided a boost to a spectrum of
manufacturing industries supported by improvement in
domestic demand conditions and reductions in excise duties
on a host of intermediate inputs. There was a distinct pick-up
in the growth of real GDP originating in industry with growth
in manufacturing at 7.1 per cent in 2003-04 as against

6.2 per cent in the preceding year. However, the performance
of infrastructure industries was generally lackluster in
2003-04 with a slight upturn witnessed in the last quarter of
the financial year. The positive aspect of course, is the
improvement in the investment climate, with optimism
permeating the industrial sector. The continued buoyancy of
the capital goods sector too augurs well for industrial
performance.

Saving and Investment

The estimates on savings and capital formation reflect that
the rate of gross domestic saving (GDS) rose to 24.2 per cent
of GDP at current market prices in 2002-03, as against
23.5 per cent in the previous year. The increase was on
account of lower dis-savings by public sector. Households and
private corporate sector recorded a marginal decline in savings
from 22.7 to 22.6, and 3.5 to 3.4 per cent respectively. The
rate of gross domestic capital formation (GDCF) increased
from 23.1 per cent of GDP in 2001-02 to 23.3 per cent in
2002-03 due to increase in households’ physical assets. Total
consumption expenditure declined to 76.9 per cent of GDP in
2002-03 owing to a fall in private final consumption
expenditure, but Government final consumption expenditure,
as per cent of GDP, remained unchanged.

Price Situation

Inflation exhibited bouts of pressures before subsiding during
the last quarter of 2003-04. Globally, inflation remained
subdued in several parts of the world with downside risks of
deflation receding during the year. Prices of basic and
intermediate materials firmed up, confirming signs of recovery
in economic activity. However, there was a persistent
hardening of international crude oil prices. The strong rebound
in agricultural production in 2003-04 generally dampened
inflationary pressures in primary commodities.

The inflationary situation has, however, changed in the current
financial year, 2004-05, with the global crude prices continuing
to record new highs due to slower than expected resumption
of oil production in Iraq and further cuts in production by the
Organization of Petroleum Exporting Countries (OPEC). As a
result, inflation has continued to show an upward movement,
and is presently hovering at around 7 per cent. The
Government and Reserve Bank of India (RBI) took timely fiscal
and monetary policy decision to rein in inflationary
expectations. The Government has taken certain fiscal
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measures like reduction in the customs and excise duties
and the RBI took monetary policy actions on the liquidity
by raising the Cash Reserve Ratio (CRR) from 3.5 per cent to
4 per cent. However, the current inflationary trends signal likely
hardening of interest rates. Further, as domestic economic
activity strengthens, inflation is likely to respond, with specific
demand-supply conditions.

Globally, inflation remained low in 2003, although inflationary
expectations began to edge up in the second half of the year
as signs of recovery became stronger than expected and
widespread. Monetary policy remained accommodative in
various parts of the world in support of economic recovery,
albeit with a growing recognition that some reversal could be
possible in the future. In the developed countries, inflation
stayed below 2 per cent for the second year in succession
while remaining close to 6 per cent in developing economies.
In developing Asia, domestic demand picked up but did not
translate into inflationary pressures. Countries in Africa and
the Western hemisphere, on the other hand, continued to face
relatively high inflation risks.

Domestic Financial Markets

Financial markets were flush with liquidity generated by surge
in external inflows during 2003-04. In the foreign exchange
market, the rupee faced upward pressure vis-a-vis the
US dollar for most part of the year. Forward premium declined
across the board in the second half of the year and even turned
into discounts in the third quarter before firming up marginally
towards the close of the year. Call rates remained stable, ruling
persistently below the repo rate due to large sterilization
operations conducted by RBI. Gilt yields softened during
the first half of the year but remained generally range-bound
in the second half as inflation edged up in January and
February 2004. The yield curve flattened in the first half of the
year with some correction from November due to firming of
international interest rates and profit booking by investors.

In the credit market, ample liquidity conditions and soft interest
rate bias in monetary policy enabled banks to cut deposit rates.
Lending rates also declined, though they remained relatively
sticky. Introduction of the benchmark prime lending rate (BPLR)
system brought about some moderation from the level of tenor
linked earlier PLRs. Non-food credit, which had been subdued
in the first half of the year, started picking up after August,
2003. Credit to medium and large industry decelerated while
priority sector and retail lending recorded substantial increases.
The equity market revived strongly in a broad-based rally from
end-May 2003.

Money Market: The average daily call money borrowing rate
remained below the LAF repo rate for the greater part of the
year. Call rates however showed volatility for a short period
in August and October, 2003. The sustained pace of capital
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inflows left money markets with abundant liquidity in spite of
continuous absorptions by RBI through repo and open market
operations. The turnover in the call/notice money market
declined during 2003-04 on account of an improved liquidity,
earlier reductions in CRR and repos undertaken by RBI through
LAF. There was also some migration of call borrowing to market
repos and to the Collateralized Borrowing and Lending
Operations (CBLO). With the tightening of prudential norms
relating to the exposure of banks to the call market, and the
gradual phasing out of non-bank participants from the call
market, activity in the inter-bank repo market has increased.

Foreign Exchange Market: The foreign exchange market
was characterized by persistent conditions of supply during
2003-04 on account of sustained foreign exchange inflows. In
spite of rising demand for imports and outflows in the capital
account due to debt repayments, the Indian rupee appreciated
by 9.3 per cent against the US dollar. The rupee, however,
weakened against other major currencies. Net capital inflows
during the year were the highest ever in spite of substantial
pre-payments of bilateral and multilateral debt, Resurgent India
Bonds (RIB) redemption and lending to the IMF under financial
transaction plan. The increasing international investor
confidence in the Indian economy was reflected in a surge of
portfolio investment and revision of international credit ratings
to investment grade, after a period of seven years. At the end
of March, 2004, India’s foreign exchange reserves (excluding
gold) were the fifth largest among the emerging economies
and the sixth largest in the world. India’s foreign exchange
reserves, including the reserve position in the IMF stood at
US dollar 113.0 billion as on 31st March, 2004.

Government Securities Market: Average monthly volumes
of secondary market transactions in Government securities
through the Subsidiary General Ledger (SGL) increased
sharply to Rs.2,19,991 crore during 2003-04 as against
Rs.1,61,804 crore during 2002-03. Ample liquidity conditions
enabled reduction in yields in the Government securities
market and the yield curve flattened during the first half of
2003-04. As non-food credit off-take began to recover, market
sentiment limited the softening of the yields during the second
half of the year. Despite intermittent price rallies under easy
liquidity conditions, gains were capped as the market borrowing
programme of the Government intensified and open market
sales were conducted.

Equity Market: The BSE Sensex crossed the 6100 mark in
January, 2004 in a strong rally, which was stronger and more
broad-based than the one that occurred in 1999-2000. It was
supported by improved underlying fundamentals, strong
corporate performance and robust appetite of Foreign
Institutional Investors (FlIs) for Indian equity and debt
instruments as well as sector-specific factors. Technology,
banking and fast moving consumer goods (FMCG) stocks
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contributed to the sustained rally. The revival of the stock
market in India also coincided with the overall buoyancy in
equity markets worldwide. Foreign Institutional Investors (FlIs)
made net investments in equity amounting to Rs.39,959 crore
during 2003-04 as compared with Rs.2,528 crore during
2002-03. Notably, mutual funds made net investments in equity
amounting to Rs.1,308 crore during 2003-04 as compared with
net sales of Rs.2,067 crore in 2002-03. The derivatives
segment continued to expand with the total turnover on the
National Stock Exchange (NSE) rising nearly five-fold to
Rs.21,30,612 crore during 2003-04 from Rs.4,39,863 crore
during 2002-03. The cash segment turnover was however,
modest in comparison with the derivatives market.

Primary Market: After a long period of inactivity, the public
issues market showed a revival. Resource mobilization
by corporates through public issues (excluding offers for
sale) was Rs.7,190 crore through 35 issues, as against
Rs.4,867 crore raised through 17 issues during 2002-03. Of
the issues floated in 2003-04, 28 were equity issues accounting
for 40.5 per cent of resource mobilization. Public sector entities
accounted for 55.4 per cent of the total resources mobilized in
the primary market. In consonance with the spurt in the public
issues during the year, resource mobilization through private
placement witnessed a decline, aggregating to Rs.41,070 crore
during April-December 2003, as against Rs.53,308 crore
mobilized in the same period of the previous year. 131 entities
entered the market in 2003-04 with 669 floatations as
compared with 148 entities with 912 floatations during the
corresponding period of the preceding year. All the issues in
the private placement market were debt issues excepting one
equity issue. The public sector entities (mainly financial
intermediaries) dominated the private placement market.
However, resource mobilization by these entities decreased
marginally to Rs.28,372 crore. Public sector entities accounted
for 69.0 per cent of total resource mobilization in the private
placement market as compared with 58.2 per cent in the
corresponding period of the previous year.

A total of eighteen issues aggregating Rs.3,098 crore
(US $ 666 million) were floated in the Euro market during
2003-04 as compared with eleven issues aggregating
Rs.3,426 crore (US$ 711 million) during the previous year.
GDR issuances recorded a sharp decline.

Mid Term Review

The mid term review of the RBI on macro economic
and monetary developments in 2004-05 indicated an
improved growth in the industrial output. The index of
industrial production (lIP) increased by 7.9 per cent during
April-August 2004 as compared with an increase of
5.9 per cent in the corresponding period of the previous year.
There are signs of sustained growth in the production of basic

11

goods, capital goods, intermediate goods and consumer
durables. The index of six major infrastructure industries
increased by 5.6 per cent during April-August 2004 as
compared with an increase of 4.2 per centin the corresponding
period of the previous year. Further, India’s exports continue
to remain buoyant. Exports increased by 24.4 per cent in US
dollar terms during April-September 2004 as against
8.1 per cent in the corresponding period of the previous year.

Real GDP increased by 7.4 per cent in the first quarter
of the financial year as against 5.3 per cent in the first
quarter of the previous year. While the Central Statistical
Organization’s (CSO) estimate of GDP for the first quarter is
consistent with the earlier projected growth of 6.5 - 7 per cent
for the full fiscal year, the deficient rainfall in some parts of the
country and higher oil prices are likely to have an adverse
impact on GDP. At the same time, improved prospects for
growth in the industrial output and continued buoyancy in
exports are likely to have a positive impact on the growth.
The Reserve Bank of India has projected an overall GDP
growth for the year 2004-05 in the range of 6.0 to 6.5 per cent
as against its earlier expectation of 6.5 - 7 per cent, assuming
that the combined downside risks of high and uncertain oil
prices, and sudden changes in international liquidity
environment remain manageable.

The corporate results continue to be good and cash flows so
generated may get translated into higher investment. Growth
in non-food bank credit remains strong. Private corporate
investments are expected to be higher. The overall economic
environment remains supportive of investment and capacity
building given the economy’s resilience to shocks. While
export of services remains buoyant, there are signs of growing
confidence for exporting manufactured goods. There is
significant acceleration in international business and investor
confidence in India.

Annual inflation rose from 4.6 per cent at end-March 2004
to 8.3 per cent by end-August 2004. It has since come
down to 7.1 per cent by October 9, 2004. On an average
basis, annual inflation based on WPI was 6.2 per cent as on
October 9, 2004 as compared with 4.9 per cent a year ago.

During 2004-05 (April to October 21, 2004), financial markets
have remained generally stable though interest rates have
displayed some upward movement, particularly at the longer
end.

External Developments

The International Monetary Fund (IMF) in September 2004
projected world output to grow by 5.0 per cent in 2004 and
4.3 per cent in 2005. Global recovery is backed by world trade
which is projected to grow in volume terms by 8.8 per cent in
2004 and 7.2 per cent in 2005. However, the downside risks
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have increased primarily on account of persistent uptrend in
global oil prices. Notwithstanding strengthening of the growth
momentum, global demand for oil and high oil prices have
outpaced expectations. In international oil markets, crude
prices have risen to record nominal highs and the uptrend
continued with increased volatility. In addition, tight inventory
position and greater geopolitical uncertainties led to
speculative activities in the futures markets. If this scenario
continues, it will significantly undermine the global growth
prospects, with a disproportionately larger burden on oil
importing emerging markets like India. Another downside risk
facing the global economy continues to emanate from global
imbalances and the associated possibility of disruptive
currency adjustments and persistent structural problems in
the euro area and Japan. The US fiscal balance has
deteriorated rapidly from a surplus position in 2000 to a large
deficit which has added to the pressures for an expanding
current account deficit. The deflationary expectations that
prevailed over last two years have now given way to some
inflation concerns in most advanced economies, though the
consumer price inflation as well as core inflation remained at
relatively low levels.  For oil importing emerging markets like
China and India, the impact would be relatively more significant
given the increasing oil import intensity and lower energy
efficiency.

The broadening of global recovery has had a positive impact
on the health of financial intermediaries. External financing
conditions for emerging markets have also improved. New
issuance through bonds, equities and syndicated loans, either
by the sovereign or corporates in emerging market economies
has been higher than last year so far. Global financial markets
today appear largely stable with efforts to reduce bad loans in
several countries, and less volatile equity markets. Moreover,
international financial markets have remained calm despite
some hardening of interest rates. Interest rate forward markets
suggest that if rate hikes in the future remain modest, markets
could adjust without much negative impact.

The Indian forex market generally witnessed orderly conditions
during the current financial year so far (April-October 2004).
Foreign exchange reserves increased by US $ 7.6 billion from
US $ 113.0 billion at end-March 2004 to US $ 120.6 billion as
on October 21, 2004.

A review of developments so far in the current year confirms
that there has been a revival of investment activity. Growth in
GDP is likely to be less than originally projected mainly due to
deficient monsoon conditions and partly due to high and volatile
oil prices, despite a better than anticipated outlook for
manufacturing industry and export demand. The financial
markets have, by and large, exhibited stability. The equity
markets, which exhibited exceptional volatility in mid-May, have
settled down to a normal state. The money market and forex
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market continue to be stable. The government securities
market has tended to show some nervousness in recent
months and was characterized by an overall bearish sentiment.

B. APPRAISAL OF THE INSURANCE MARKET

The insurance sector was opened up in the year 1999
facilitating entry of private players into the industry. At the time
of opening up, it was visualized that well established industrial
houses would take the opportunity to come forward to establish
insurance companies both in the life and non-life segments,
either on their own or as joint ventures in collaboration with
foreign insurance companies. The entry level capital
requirements were kept sufficiently high at Rs.100 crore to
deter corporates other than those who had sufficiently long
term interests, and which had the capability to continuously
raise funds through equity contributions from the promoters
till such time as the operations stabilize.

The regulatory framework which was designed for the
operation of insurance companies laid down the ground rules
for insurers and is equally applicable to both the state owned
and the private insurers. The new environment has facilitated
competitive conditions, and the industry has exhibited a healthy
growth trend, in both the life and non-life segments. (Tables 1
and 2 give the key market indicators and the number of
registered insurers in India). The new players not only
succeeded in establishing themselves, but also captured a
healthy market share. The existing insurers have also been

TABLE 1
KEY MARKET INDICATORS

Life and non-life Market in India
Global insurance market
(as on 31% December, 2003)

Growth in premium underwritten in India
and abroad in 2003-04

Geographical restriction for new players
Equity restriction

Registration restriction

Rs. 83,645.11 crore

US $2940.67 billion

Nominal growth: 11.71 per cent
Inflation adjusted: 2.0 per cent
Life : 18.91 per cent

Non-life : 11.16 per cent

None

Foreign promoter can hold upto
26 per cent of the equity
Composite registration not
available

TABLE 2

NUMBER OF REGISTERED INSURERS IN INDIA

Type of business

Life Insurance 01
General Insurance 06
Reinsurance 01
Total 08

Public sector

Private sector  Total
13* 14
08 14
0 01
21 29

* One has commenced operations in 2004-05
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able to show growth in the premium underwritten by them.
From total premium underwritten of Rs.34,898 crore in the
year 2000-01 to Rs.66,287.93 crore in the year 2003-04, the
life insurance industry has seen the new players stabilize their
operations, while simultaneously, the State owned life insurer
has strengthened its position, with total premium of
Rs.63,167.60 crore. The premium numbers bring out the fact
that the size of the life insurance market has grown over the
four years of liberalization. During the year 2003-04, the life
insurance industry (total premium) grew by 18.91 per cent,
with LIC recording a growth rate of over 15.63 per cent. The
share of the new insurers increased to 4.71 per cent from
2 per cent in the previous year. In terms of first year premium,
LIC and the private insurers held a market share of 87.44 and
12.56 per cent respectively.

Similarly, in case of non-life sector the industry has
grown from Rs.10779 crore in 2000-01 to Rs.17357.18 crore
in 2003-04. The total premium underwritten by the public sector
insurers has grown from Rs.10771.96 crore to Rs.15099.35
crore. Over the last four years, the premium underwritten by
the new insurers has increased to Rs.2257.83 crore, taking
their market share to 13 per cent. In 2003-04, the non-life
insurance industry recorded a growth rate of 11.16 per cent
over the previous year.

World Insurance Scenario

The insurance industry world over operated in an improved
environment in 2003 compared to the earlier year. The industry
in 2002, witnessed high claims and losses on the stock
markets. Non-life business continued to grow as premium
income rose by 6.0 per cent lower than 9.0 per cent growth
witnessed in 2002. Life business, despite showing some signs
of improvement, remained relatively sluggish and premium
income fell by 0.8 per cent from 2.9 per cent growth in 2002.

Despite lower premium income, the situation for life insurers
has improved. The economic recovery helped to relieve the
pressure on their balance sheets and income statements.
Their equity base also stabilized in 2003, supported by the
overall positive developments which included bullish stock
market, reduction in credit risk on corporate bonds,
restructuring of the investment portfolio in favour of less volatile
and more secure investments; flow of capital through direct
issues, sales and restructuring of business lines; and reduction
in costs, lower profit payouts and lower guaranteed rates.

Capital remained a scarce resource and, as in previous years,
ratings on financial strength of many non-life insurers were
downgraded at the beginning of 2003. However, their ratings
were subsequently stabilized. Despite increasing equity capital
and improved financial results, the solvency margins

13

maintained by the companies were lower than those prescribed
by the supervisory bodies.

The insurance market in the emerging economies grew at
6.6 per cent, below their long-term average, and showed
considerable variations across regions and markets. Strong
economic growth in South and East Asian countries improved
the premium growth in the region. The premium growth in
non-life business at 8.5 per cent in the emerging markets was
due to price increases and favourable economic environment.
As a consequence, underwriting results improved in the
absence of major natural catastrophes.

Many countries registered double-digit growth rates in life
business (Brazil 22 per cent, Russia 27 per cent) whereas
others experienced a marked deterioration (Mexico
(-) 25 per cent, South Africa (-)15 per cent). In general terms,
the life sector profited from a favourable economic environment
and outstripped the economic growth illustrating the high
growth potential that exists for life insurance in the emerging
markets. The rising per capita income increased demand for
insurance to cover risks of old age and death. Another factor
that raised demand for life insurance is the gradual dissolution
of traditional social structures caused by industrialization. Life
insurance business in South and East Asia improved during
the year mainly due to robust economic growth in the region.
In 2003 premiums rose by 10.2 per cent, compared to
14.8 per cent in 2002. Unit linked products benefited from
growth in stock market. Single premium policies with
guaranteed returns remained high in demand. It is expected
that a high growth rate will persist in most of the South and
East Asian markets as incomes rise and customers become
more risk aware.

Non-life insurers in many countries were benefited from bullish
stock markets which enabled them to earn good profits.
Relative to GDP, non-life premiums rose markedly in most
countries. In the case of industrialized countries, increase in
premium rates contributed to growth. Non-life lines also
registered a strong rate of growth as improved living standards
increased the demand for property insurance. Non-life
business in South and East Asia increased significantly by
8.8 per cent in 2003. The profitability improved as there were
no exceptionally large losses. In 2004, it is expected, that
the premium growth in South and East Asian non-life business
will be supported by positive economic outlook; however, major
increases in premium rates are not likely to materialize.

Overall, it is expected that 2004 could turn out to be a good
year for insurers. Premium income in life insurance could
benefit from economic growth, rising interest rates and
expected stock market gains. Growth in the non-life sector
may not reach 2003 levels, although profitability could continue
to improve provided claims remain at an average level.
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Indian Insurance Industry
i) Life Insurance

With the registration of Sahara Life Insurance Company Ltd.,
the number of players in the life insurance industry has
increased to fourteen. However, the insurer is yet to launch
its products in the market.

The life insurance industry recorded a premium income of
Rs.66,287.93 crore during the financial year 2003-04, as
against Rs.55,747.55 crore in the previous financial year,
recording a growth of 18.91 per cent. The contribution of first
year premium, single premium and renewal premium was
Rs.13,804.99 crore (20.83 per cent); Rs.5,625.01 crore (8.48
per cent); and Rs.46,857.93 crore (70.69 per cent),
respectively. In the year 2000-01, when the industry was
opened up to the private players, the life insurance premium
was Rs.34,898.48 crore. Single premium continued to decline
steadily from Rs.9,194.07 crore in the year 2001-02 to
Rs.5625.01 crore in 2003-04 with the withdrawal of the
guaranteed return policies (Tables 3 and 4 give the break up
of premium underwritten by life insurers and their market
share).

TABLE 4
MARKET SHARE OF LIFE INSURERS (PER CENT)

TABLE 3
PREMIUM UNDERWRITTEN BY LIFE INSURERS

(Rs lakh)

Insurer 2001-02 2002-03 2003-04

First Year including Single Premium

LIC 1958877.25  1597676.15 1698929.64
(-18.44) (6.34)

Private Sector 26850.90 96568.97  244070.58
(259.65) (152.74)

Total 1985728.15 1694245.12 1943000.22
(-14.68) (14.68)

Renewal Premium

LIC 3023313.69 3865172.79 4617830.54
(27.85) (19.47)
Private Sector 403.48 15337.18 67962.05
(3701.22) (343.12)
Total 3023717.17  3880509.97 4685792.59
(28.34) (20.75)

Total Premium

LIC 4982190.94 5462848.94 6316760.18
(9.65) (15.63)
Private Sector 27254.81 111906.15 312032.63
(310.59) (178.83)
Total 5009445.75 5574755.09 6628792.81
(11.28) (18.91)

Note: Figures in brackets indicate the growth ratio (in per cent)

Insurer 2001-02 2002-03 2003-04
First Year Premium

LIC 98.65 94.30 87.44

Private Sector 1.35 5.70 12.56

Total 100.00 100.00 100.00
Renewal Premium

LIC 99.99 99.60 98.55

Private Sector 0.01 0.40 1.45

Total 100.00 100.00 100.00

Total Premium

LIC 99.46 97.99 95.29

Private Sector 0.54 2.01 4.71

Total 100.00 100.00 100.00

The size of the life insurance market increased on the strength
of the growth in the economy and concomitant increase in per
capita income. This resulted in a favourable growth both for
LIC (15.63 per cent) and to the new insurers (178.83 per cent)
in 2003-04. The higher growth for the new insurers is to be
viewed in the context of a very small base. However, the new
insurers have improved their market share from 2.01 per cent
in 2002-03 to 4.71 in 2003-04 exhibiting a favourable growth.

Analysis of the first year premium underwritten by the life
insurers during the year 2003-04 reveals that 81.68 per cent
of the business was underwritten in the life segment, followed
by 8.98 per cent in Pensions, 8.62 per cent in Annuity and
the remaining in Health at 0.72 per cent. The number of new
policies underwritten during the year increased to 286.27 lakh
as against 253.70 lakh in the previous year exhibiting an
increase of 12.83 per cent over the previous year (Table 5).

Innovations in the products
With the demographic changes and changing life styles, the
demand for insurance cover has also evolved taking into

TABLE 5

NO. OF NEW POLICIES ISSUED : LIFE INSURERS
Insurer 2002-03 2003-04
Private Sector 825094 1658847
(3.25) (5.79)
LIC 24545580 26968069
(96.75) (94.21)
Total 25370674 28626916

Note: Figures in brackets indicate the ratio (in per cent) of respective
insurer.
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consideration the needs of prospective policyholder for
packaged products. There have been innovations in the types
of products developed by the insurers, which are relevant to
the people of different age groups, and suit their requirements.
A number of new products have been introduced in the life
segment with guaranteed additions, which were subsequently
withdrawn/toned down; single premium mode has been
popularized; unit linked products; and add—on/riders including
accidental death; dismemberment, critical illness, fixed term
assurance risk cover, group hospital and surgical treatment,
hospital cash benefits, etc. Comprehensive packaged products
have been popularized with features of endowment, money
back, whole life, single premium, regular premium, rebate in
premium for higher sum assured, premium mode rebate, etc.,
together with riders to the base products.

In the case of the new insurers a significant contribution to
the life premium was from unit linked policies. While LIC has
been a significant player in traditional life insurance products,
it is now gearing up to meet the competition and intends to
introduce more unit linked products in the market. There is a
need to develop products for meeting the post-retirement
necessities of senior citizens. Though the senior citizens may
not be in the customer horizon of insurers, lack of avenues for
investment force them to search for plans to park their savings
in various schemes including insurance.

TABLE 6
COMMISSION EXPENSES OF LIFE INSURERS
(Rs lakh)
Insurer 2001-02 2002-03 2003-04
First Year Commission
LIC 281796.47 277391.67 307341.65
Private Sector 4881.90 14384.64 38162.16
Total 286678.37 291776.31 345503.81
Renewal Commission
LIC 170135.42 224115.89 266949.91
Private Sector 27.54 917.94 3379.43
Total 170162.96 225033.83 270329.34
Total Commission
LIC 451931.89 501507.56 574291.56
Private Sector 4909.44 15302.58 41541.59
Total 456841.33 516810.14 615833.15
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TABLE 7
OPERATING EXPENSES OF LIFE INSURERS

(Rs lakh)
Insurer 2001-02 2002-03 2003-04
LIC 426039.76 457175.97 518649.79
Private Sector 41936.62 83827.77 140244.38
Total 467976.38 541003.74 658894.17

Expenses of the life insurers

A major expense head for the life insurers is commission. As
against the industry average of 24.79 per cent, LIC incurred
an expense of 25.89 per cent towards commission on first
year premium where as for the new insurers it was
18.47 per cent. The commissions paid by LIC towards the
single premium were 0.55 per cent as against the average of
the private players at 0.97 per cent. The industry average was
0.58 per cent. In respect of renewal premium, the commissions
paid by the new insurers averaged 4.97 per cent as against
LIC’s 5.78 per cent. The industry’s average was 5.77 per cent.
The indications of lower commissions for the new insurers
perhaps emanates from the fact that they are exploring a
number of alternate channels to underwrite business. In
addition, LIC has a major market share in traditional lines of
business, which attracts higher commissions. The total
commission as a proportion of premium underwritten was
13.31 per cent in the case of the new insurers as against the
average of 9.09 per cent for LIC. The average at the industry
level worked out to 9.29 per cent.

Alternate channels of distribution like bancassurance, direct
marketing, internet and telemarketing reduce the costs and
enable the insurers to reach a wider customer base. It is
pertinent to note that the reduction in marketing costs would
enable insurers to provide affordable insurance to low income
households.

The operating expenses of the new insurers continued to be
high during the financial year 2003-04, at 44.94 per cent of
the gross premium underwritten due to the initial strain
of establishing operations. Although, the operating expenses
exhibited an increase of 67 per cent over the previous year,
as a percentage of the premium underwritten there was a
decline from 75 per cent in the year 2002-03. Major expenses
for the new insurers were towards employee expenses
(inclusive of travel, etc.); training expenses (including agents’
training and seminars); rents, rates and taxes; advertisement
and publicity; legal and professional charges; and depreciation
expenses. In the case of LIC, the operating expenses grew
by 13.45 per cent over the previous year. LIC’s major expense
heads include employee expenses, and expenses relating to
recruitment of agents.
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TABLE 8
PAID UP CAPITAL : LIFE INSURERS
(Rs crore)
2001-02 2002-03 2003-04
LIC 5.00 5.00 5.00
Private Sector 1664.00 2229.13 3238.71
Total 1669.00 2234.13 3243.71

Benefits Paid

The life industry paid benefits of Rs.24,002.12 crore during
2003-04 constituting 36.20 per cent of the premium
underwritten, as against Rs.20,564.35 crore paid in the year
2002-03 . While it is still early for the new insurers to make
significant payments towards claims, the benefits paid during
the year were Rs.71.78 crore, constituting 2 per cent of the
premium underwritten by them.

Retention Ratio

LIC traditionally re-insures a miniscule component of its
business, and during the financial year 2003-04, a nominal
component of its business was re-insured. Similarly, in the
case of the new insurers, only a small component of the
business was re-insured, with Group business forming the
major component.

Investment income

As the operations of the life insurers stabilize, their investment
base gets strengthened, resulting in investment income
forming a significant component of their total income. Over
32 per cent of LIC’s income accounted from investments, in
2003-04. As against this, share of investment income for the
new life insurers was 7.68 per cent. This can be attributed to
not only size of investible funds of the insurers being small
but also that yields on investments have exhibited a declining
trend on account of declining interest rates. As against this,
LIC which holds long duration securities in its portfolio is yet
to feel the full impact of the declining interest rates.

Profits of the life insurers

The life insurance industry, by its very nature is capital
intensive, and insurers are required to inject capital at frequent
intervals to achieve growth in premium incomes. Given the
high rate of commissions payable in the first year, expenses
towards setting up of operations, training costs incurred
towards developing the agency force, creating a niche for its
products, achieving reasonable levels of persistency, providing
for policy liabilities, and maintaining the solvency margin, make
it difficult for the insurers to earn profits in the initial five to
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seven years of their operations. As such, none of the
new insurers have been able to generate surplus on their
Revenue Account. Further, most of these insurers have
injected capital to bridge the deficits in the Revenue Account
during 2003-04. The cumulative losses of the new insurers
as on 31st March, 2004 stood at Rs.1679.51 crore, which were
funded through infusion of capital by both the Indian promoters
and their foreign partners reflecting their commitment in
stabilizing the insurers’ operations.

During the year, appreciating the need of the new insurers to
declare bonuses to maintain their competitive stance in the
market, the Authority permitted declaration of bonus, despite
non-availability of actuarial surplus. However, stringent
requirements were imposed on such insurers, requiring them
to fund the deficit in the Revenue Account through transfers
from the Profit & Loss Account, or through injection of fresh
capital. Such funding was required to be approved by the
shareholders with a clear understanding that such funding of
deficits could not be re-couped by them at a future date. The
insurers have been granted exemption to adopt this route for
declaration of bonus only for the initial five years of their
operations.

In the case of LIC, the surplus generated from operations was
Rs.10962.60 crore, as against Rs.9761.80 crore, of which
Rs.548.13 crore has been transferred to the Government of
India (Rs.488.10 crore in 2002-03).

ii) Non-Life Insurance Industry

The non-life insurance industry has grown from Rs.10779.09
crore in 2000-01 to Rs.17357.18 crore in 2003-04. During
this period, the premium underwritten by the public sector
non-life insurers has grown from Rs.10771.96 crore to

TABLE 9

PREMIUM UNDERWRITTEN BY NON-LIFE
INSURERS — SEGMENT WISE

(Rs lakh)

Department 2001-02 2002-03 2003-04
Fire 292897 326803 345788
(23.02) (21.45) (19.92)

Marine 87039 1070373 1147411
(68.41) (70.25) (66.11)

Misc 108981 126506 242519
(8.57) (8.30) (13.97)

Total Premium 1272268 1523682 1735718

Note: Figuresin brackets indicate the ratio (in per cent) of respective

segment
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TABLE 10

NO. OF NEW POLICIES ISSUED : NON-LIFE INSURERS

Insurer 2002-03 2003-04

Private Sector 1676907 3111114

(3.85) (6.54)

Public Sector 41885005 44452070

(96.15) (93.46)

Total 43561912 47563184
Note: Figures in brackets indicate the ratio (in per cent) of respective

insurers.

Rs.15099.35 crore. Over the last four years, with the opening
up of the insurance sector the premium underwritten by the
new insurers has increased to Rs.2257.83 crore, taking their
market share to 13 per cent. In 2003-04, the non-life insurance
industry recorded a growth of 11.16 per cent over the previous
year. The new insurers recorded a growth in premium of
67 per cent over the year 2002-03, albeit on a lower base as
against a growth of 5.84 per cent recorded by public sector
insurers. The number of new insurers has increased to eight.
In addition, two public sector insurers are catering to the needs
of the specific segments of the insurable market — Agriculture
Insurance Company has taken over crop insurance from the
General Insurance Corporation and ECGC was registered with
the Authority in September, 2002 to extend specialized credit
cover. In terms of number of policies issued, the industry
reported a growth of 9.19 per cent over the previous year.
The number of policies written by the new insurers increased
by 85.53 per cent whereas in the case of public sector insurers
(including ECGC) the increase was 6.13 per cent.

Among the public sector insurers, New India held a market
share of 28.35 per cent, followed by National Insurance
Company at 19.59 per cent. United India and Oriental
Insurance held a market share of 17.65 and 16.71 per cent
respectively. ECGC which has a niche market for providing
export cover, held a market share of 2.57 per cent. The new
insurers were in their third/ fourth year of operations, have
broadly succeeded in stabilizing their operations and held a
market share between 2.80 and 0.56 per cent. Other than
one insurer, who witnessed a negative growth in the gross
premium underwritten, the new insurers have succeeded in
recording impressive growth rates.

Premium Underwritten Outside India

The public sector non-life insurers have operations
outside India as well and have underwritten premium of
Rs.952.28 crore abroad, which constituted 6.66 per cent of
the gross premium underwritten by them. While New India
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TABLE 11

RATIO (IN PER CENT) OF OUTSIDE INDIA PREMIUM TO
TOTAL PREMIUM

Insurer 2001-02 2002-03 2003-04
National 3.03 0.22 0.26
New India 16.33 18.52 17.80
Oriental 2.09 2.26 2.33
United 4.55 0.05 -

has operations in 23 countries through branches and agencies,
18 per cent of its premium is being underwritten abroad, the
operations in respect of National Insurance and Oriental
Insurance constitute a small component of their overall
business at 0.26 per cent and 2.33 per cent respectively.
National Insurance Company, while recording substantial
growth in premium underwritten within the country, achieved
a 41 per cent growth in the business outside India. The
premium underwritten by the insurer in 2003-04 was
Rs.8.87 crore, as against Rs.6.29 crore in the previous year.
New India, on the other hand showed a slight decline in the
premium underwritten at Rs.875.79 crore in the financial year,
as against Rs.891.55 crore in the previous year. Oriental
Insurance underwrote a premium of Rs.67.63 crore during the
year as against Rs.64.74 crore in the previous year, i.e. a
growth of 4 per cent. United India ceased foreign operations
in 2003-04.

TABLE 12

GROSS DIRECT PREMIUM FROM BUSINESS OUTSIDE
INDIA : NON-LIFE INSURERS

(Rs lakh)
Insurer 2001-02 2002-03 2003-04
National 7395.00 629.00 886.75
(-33.00) (-91.00) (41.00)
New India 68573.49  89155.07 87578.92
(52.00) (30.00) (-2.00)
Oriental 5215.63 6474.05 6763.10
(10.00) (24.00) (4.00)
United 12651.87 157.22 -
(53.00) (-99.00) -

Note: Figures in bracket indicate the ratio (in per cent) of growth

over previous year
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Innovations in Products Introduced

Insurers have taken steps to introduce new products to meet
the specific requirements of the insured. Innovations have been
made to cater to the needs arising out of the structural changes
in the economy. New products introduced by the non-life
insurers include Mutual Fund Package Policy providing cover
in respect of the assured’s legal liability to third parties for
claims towards financial loss caused by negligent act, negligent
error or negligent omission on the part of an officer/employee;
Third Party Liability and Asset Protection covers are available
in respect of mutual funds covering their business operations;
Pollution Liability Package Policy intended to cover damage
costs of the insured due to slow and gradual pollution activities;
Event Insurance Policy indemnifies the insured against the
loss or damage due to cancellation of event. Weather
insurance cover has been launched for farming community,
which suffers high losses year after year due to vagaries of
nature. The specific products introduced by the insurers, which
were aimed at the rural markets include Weather Insurance,
Farm Income Insurance Scheme, Varsha Bima (Rainfall
Insurance) and Farmers’ Package Policy. Health insurance
is another area in which positive developments have been
noticed.

Paradigm Shift in the Segments

The year has witnessed a slow shift in the business
underwritten by the new insurers. Segment-wise analysis of
the premium underwritten by the insurers reveals that there
has been a shift in the types of policies being underwritten by
the new insurers. With growth in their market share, these
insurers have captured an increased proportion of the business
in the Fire, Marine, Motor, Engineering and Health segments.
As against this, the components of business underwritten by
the public sector insurers has increased in respect of Liability
and Personal Accident. Overall, the Liability, Personal Accident,
Health and Aviation segments have recorded the highest
growth in terms of premium underwritten. In absolute terms,
Motor and Health were the fastest growing segments in
2003-04.

Retention Ratio

The retention ratio of the insurers is based on their capability
to bear risks. Traditionally, the public sector insurers have
retained a significant component of their portfolio, although
the net retention is driven by the respective segment in which
the premium has been underwritten. The net retention ratio of
the public sector insurers declined from its previous level
despite an increase in gross premium underwritten by the
public sector insurers. National and United India had a lower
retention ratio at 73.78 and 70.23 per cent respectively (74.25
and 70.46 per cent in the previous year). However, Oriental
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TABLE 13

COMMISSION EXPENSES: PRIVATE SECTOR
NON-LIFE INSURERS

(Rs lakh)
Department 2001-02 2002-03 2003-04
Fire 26.26 179.45 1498.49
Marine 53.08 267.52 609.61
Misc 512.51 3808.82 8857.33
Total 591.85 4255.79 10965.43

and New India increased their retention ratios to 70.11 and
73.86 per cent respectively (66.19 and 73.06 per cent in the
previous year). It may be pertinent to mention that a significant
portion of growth in National’s premium has been contributed
by the Motor segment.

The retention ratios of the new insurers have broadly varied
with the composition of their portfolio. While, HDFC Chubb
retained 78.50 per cent (previous year — 68.71 per cent;
a significant component of its portfolio being Motor); Royal
Sundaram and TATA AIG retained 60.64 (59.19) and 54.91
(54.16) per cent of their portfolio. Retention ratios of Bajaj
Allianz, Cholamadalam and IFFCO Tokio were lower at 60.10
(60.97); 49.80 (30.39); and 41.38 (32.83) per cent respectively.
ICICI Lombard and Reliance had the least retention levels at
26.67 (21.88) and 22.09 (15.63) per cent respectively.

Expenses of Non-Life Insurers

Section 40C of the Insurance Act, 1938 lays down the limits
for management expenses in general insurance business. The
expenses of management are required to be within the
prescribed limits under Rule 17-E of the Insurance Rules, 1939.
While the Authority has been stressing the need for insurers
to conform to the prescribed limits, during 2003-04, these limits
were breached. In respect of public sector insurers,
management expenses exhibited a sharp increase on account

TABLE 14

COMMISSION EXPENSES: PUBLIC SECTOR
NON-LIFE INSURERS

(Rs lakh)
Department 2001-02 2002-03 2003-04
Fire 9553.54 14340.16 16977.29
Marine 2271.71 3428.05 5223.79
Misc 53916.41 75802.65 87027.63
Total 65741.66 93570.86 109228.71
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TABLE 15

NON-LIFE INSURERS

TABLE 17

UNDERWRITING EXPERIENCE : NON-LIFE INSURERS

(Rs lakh)
(Per cent)
2001-02 2002-03 2003-04

Department 2001-02 2002-03 2003-04 .

Public Sector (206143) (167032) (234651)
Fire 36.60 48.10 30.60 )

Private Sector (12756) (9832) (6373)
Marine 64.50 67.20 59.77

Total (218899) (176864) (241024)
Misc 105.90 89.60 93.91

Note: Figures in brackets indicate loss.
Total 87.10 80.20 81.75

of Special Voluntary Retirement Scheme (SVRS) introduced
to bring down the staff strength and to streamline the
management structures. It is envisaged that by trimming the
size, expenses towards employee remuneration and benefits
will come down. These expenses presently constitute
80 per cent of the total operating expenses and 20 per cent
of the gross premium underwritten, as against 73 and
15 per cent, respectively in the previous year. The revamping
of the organizations may facilitate the process of lowering
operational expenses. In case of ECGC, the management
expenses were within the limits prescribed.

For some of the new insurers 2003-04 was the fourth year of
operations. Given that the insurers are in the process of
establishing their operations, the expenses of management
as a per cent of premium underwritten are high. The major
expense heads for these insurers comprise employee
remuneration (27.22 per cent); legal & professional charges
(12.78 per cent); technical charges (11.15 per cent); business
promotion charges (8.79 per cent); rent rates and taxes
(8.66 per cent); and depreciation (5.92 per cent).

Incurred Claims Ratio

The net incurred claims of the public sector insurers during

2003-04 were Rs.9105.36 crore as against Rs.8025.28 crore
TABLE 16

INCURRED CLAIMS RATIO : PRIVATE SECTOR
NON-LIFE INSURERS

(Per cent)
Department 2001-02 2002-03 2003-04
Fire 30.82 22.00 27.18
Marine 36.46 66.00 81.89
Misc 39.62 56.00 53.03
Total 38.71 52.00 50.97
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in the previous year. Measured in the context of the net
premium, i.e., net of reinsurance, the ratio was 81.75 per cent
as against 80.20 per centin the previous year (Table 15). While
the incurred claims ratio of New India and United India declined
to 74.65 (76.77) and 85.63 (91.06) per cent respectively, the
same had increased in the case of National and Oriental to
84.10 (76.01) and 78.09 (77.25) per cent respectively. On a
segment-wise basis, the claims ratio was the highest in the
miscellaneous business, followed by marine and fire segments.
Fire business has traditionally been one of the most profitable
lines of insurance business. ECGC had a net incurred
claims ratio of 129.20 per cent in the year 2003-04, as against
91.19 per cent in the previous year. The net incurred claims
ratio of AIC on its crop insurance business was 76.52 per cent.

In the case of new insurers, the net incurred claims during
2003-04 were Rs.543.37 crore as against Rs.292.30 crore in
2002-03. Overall, incurred claims ratio (on net premium) was
50.97 per cent as against 52 per centin 2002-03. Net incurred
claims ratio increased in the case of ICICI Lombard and
Cholamandalam to 53.96 (39.88) and 43.22 (13.79)
respectively. The ratio also increased in case of IFFCO-Tokio
54.64 (40.68), Royal Sundaram 57.33 (53.67) and HDFC
Chubb 34.99 (13.49). The ratio was, however, lower in case
of Bajaj Allianz, TATAAIG and Reliance at 52.58 (59.04), 44.84
(47.41) and 68.72 (99.48) per cent, respectively.

Underwriting Experience

The underwriting losses reported by the four public sector
insurers during the year 2003-04 have increased as a per cent
of the net premium. These losses ranged between
18.96 per cent and 25.09 per cent of the net premium. In the
case of ECGC, the underwriting losses showed a decline at
6.63 per cent as against 15.63 per cent in the previous year.
AIC in its first year of operations reported an underwriting loss
of 26.77 per cent. The total losses of the public sector insurers
were Rs.2346.51 crore (21.07 per cent of net premium) as
against Rs.1670.32 crore (16.70 per cent) in the previous year.
The strain on underwriting results was on account of increase
in net claims payable (81.75 per cent of the net premium from
80.22 per cent in the previous year) and increase in the
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TABLE 18
OPERATING EXPENSES : NON-LIFE INSURERS
(Rs lakh)
Insurer 2001-02 2002-03 2003-04
Public Sector 252578.00 276661.00 364768.00
Private Sector 17509.00 31771.96 49516.66
Total 270087.00 308432.96 414284.66

Note : Public sector does not include ECGC and GIC

expenses of management (36.84 per cent from 32 per centin
the previous year). The increase in the Reserves for Unexpired
Risk was 2.47 per cent as against 4.46 per centin the previous
year.

The new insurers reported a decline in underwriting losses at
5.98 per cent of the net premium, as against 17.51 per cent in
the previous year. The total underwriting losses of the eight
insurers were Rs.63.73 crore as against Rs.98.32 crore in the
previous year. While two insurers reported underwriting profits,
the rest reported a decline in the losses compared to
the previous year. The underwriting losses of the six insurers
ranged between 0.61 and 44.95 per cent of net premium.
The improvement in results was on the strength of decline
in net claims payable (50.97 per cent of net premium from
52.05 per cent in the previous year); decrease in the expenses
of management (27.78 per cent from 35.20 per cent in the
previous year); and decrease in the Reserves for Unexpired
Risk (27.23 per cent as against 30.26 per cent in the previous
year).

Net Profits

The public sector non-life insurers reported net profits during
2003-04. Other than National Insurance which reported a
decline in net profits at Rs.71.22 crore as against

TABLE 19
PAID UP CAPITAL : NON-LIFE INSURERS AND
REINSURER
(Rs crore)

2001-02 2002-03 2003-04
Public Sector 400.00 840.00 1100.00
Private Sector 726.50 883.00 1048.96
GIC 215.00 215.00 215.00
Total 1341.50 1938.00 2363.96

Note : Public Sector Insurers include E.C.G.C. Rs.500 crore
(2002-03 - Rs.440 crore) and A.I.C. Rs.200 crore.

Rs.134.92 crore in the previous year, insurers have reported
an increase in their net profits, which grew on the strength of
their investment income. ECGC reported a net profit of
Rs.68.75 crore as against Rs.48.63 crore in the previous year.
AIC reported a net loss of Rs.82.92 crore. The total profits of
these insurers for the year 2003-04 were Rs.1343.97 crore
as against Rs.674.36 crore in the previous year.

The new insurers who commenced operations in the liberalized
environment reported stabilization of operations. Six of the
insurers reported net profits in the financial year 2003-04, as
against four in the previous year, confirming that new insurers
who were in the third or fourth year of their operations have
turned around. For the two insurers who reported net losses,
2003-04 was the first full year of their operations. The combined
net profit of the new insurers was Rs.67.04 crore as against
Rs.6.75 crore in the previous year.

Investment Income

The favourable investment climate prevailing in the economy
during 2003-04, coupled with the bullish conditions in the stock
market during the second half of the financial year, improved
the financial performance of the insurance companies. In
addition, the primary market witnessed a rise in the public
issues, due to prevailing stock market conditions. As against
this, the debt market continued to witness soft interest rates
on account of adequate liquidity in the system and inflation
remaining moderate. Overall, on account of high yields on
long dated securities including the state government securities
held by the public sector insurers; improved collection in case
of restructured accounts; and higher dividend payout by
companies; the public sector non-life insurers posted high
returns on their investments portfolio. The returns of these
insurers ranged between 10.32 and 16.70 per cent. Other
than ECGC, all other non-life public sector insurers recorded
an increase in investment income over the previous year.

In respect of the new insurers, depending on the investment
policy followed by the insurers, which resulted in a shift in the

TABLE 20
DIVIDENDS PAID : PUBLIC SECTOR INSURERS
(Rs lakh)
Insurer 2001-02 2002-03 2003-04
LIC 71391 48810 54813
Non-life Insurers 10221 16674 20321
Total 81612 65484 75134

Note : Non Life Insurers include E.C.G.C. and G.I.C
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composition of their investment portfolio, the returns of the
insurers ranged between 3.03 and 10 per cent. Further, based
on the need to fund their business operations some of the
insurers disinvested a part of their portfolio.

Return to the Shareholders

All the public sector non-life insurers including ECGC paid
dividend during 2003-04 also. The dividend ratio ranged
between 20 and 45 per cent. ECGC of India paid a dividend of
Rs.13.71 crore on paid up capital of Rs.500 crore. AIC in its
first year of operations, as indicated above, reported a net
loss of Rs.82.92 crore. Of the six new insurers who reported
profits during 2003-04, two declared dividend. IFFCO-Tokio
declared dividends for the second consecutive year, while
ICICI Lombard declared its maiden dividend.

General Insurance Corporation (GIC)

The Indian Reinsurer has been extending support to the
non-life insurers in both public and private sectors since
2001-02. The Corporation’s Reinsurance programme has been
designed to meet the objectives of optimizing the retention
within the country and developing adequate capacity. Marine
Hull Pool continues to operate with GIC as the Manager. In
addition, the Terrorism Pool created in the aftermath of the
September 11 attack on World Trade Centre (WTC), with a
capacity of Rs.200 crore per risk, continued to be managed
by GIC. With effect from 1st April, 2004 the capacity has been
increased to Rs.300 crore. The reinsurer has taken advantage
of the prevailing competitive conditions to increase reinsurance
support by participating/leading the reinsurance treaties of the
insurers and extending facultative support. It has also
developed vertical capacity to cover risks up to Rs.1500 crore
PML (Probable Maximum Loss) for the benefit of the Indian
market. GIC has also made reinsurance arrangements to
provide automatic cover to peak risks up to Rs.3000 crore
PML under the Peak Risk Facility. Further, since GIC does
not have the aggregate exposures for each Area/State, it has
purchased an additional earthquake perils protection for
Rs.500 crore.

GIC has diversified its operations to provide life reinsurance
during 2003-04. A separate department has been set up for
this purpose. Treaties have been entered into with both
domestic and foreign insurers. Inward requests for reinsurance
support have also been received from Asian and African
countries.

During the year, three major losses were reported, viz., fire at
Flex Industries, NOIDA, Uttar Pradesh for Rs.65 crore (GIC's
share was Rs.26 crore); fire loss at Gujarat Narmada Fertilizers
Ltd. for Rs.65 crore (GIC's share was Rs.39 crore); and
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Guijarat State Energy loss of Rs.50 crore (GIC's share was
Rs.26 crore). These losses, however, have not triggered GIC's
Marine and Non-Marine XL protection covers for 2003-04.
There were no catastrophic losses during the year.

Foreign Inward Treaty and Facultative Business: While the
year 2003-04 witnessed softening of rates in the reinsurance
market, reinsurers continued to impose restrictions on the
cover provided by them. The reversals had occurred after the
rates had hardened in the year 2002-03, in the aftermath of
the WTC attack. GIC continues to lead the Reinsurance
Programmes of companies in Maldives, Kenya, Nepal,
Malaysia, Mauritius, Middle East, Africa and Sri Lanka.

Aviation Business: During the year under review, GIC extended
increased reinsurance capacity to the Indian and International
Aviation markets. Due to increased acceptance of business
and better retrocession arrangement, there has been a
considerable increase in premiums. GIC also continued to
be the leading reinsurer for SAARC Aviation business.

Risks and Concerns

GIC derives its risks from the claims liability of the direct
insurers, inability to benefit from prompt payment of premiums
upfront, running credit risks, currency fluctuation risks, hazards
of blind treaties, etc. Further, the International Solvency/Claim
Paying ability rating either add or reduce the risks involved
with reinsurance as a result of upgradation/downgradation of
sovereign ratings. Failure to undertake a proper security
analysis can also increase the level of risk undertaken. The
prospects of deregulation of non-life industry in terms of tariffs
have also brought about volatility in margins and returns.

GIC’s efforts in risk management include need based
protection for the Corporation’s acceptance portfolio,
retrocession of risks assumed, XL protection for the overall
risks assumed and a Catastrophe Cover to take care of
catastrophic losses.

Operating Results

The operating results of GIC revealed growth in Fire, Marine
and Miscellaneous business portfolios by 21.5, 12.8 and
2.2 per cent, respectively. The incurred claims in the respective
segments, as per cent to net earned premiums were
45.4, 74.2 and 86.1 respectively as against 46, 73.2 and
103.3 per cent for the said segments during the previous year.
The income of GIC comprised premium accepted under
obligatory cessions, inward reinsurance arrangements by the
non-life insurers and premium on reinsurance accepted
from the international market. The overall underwriting
losses were Rs.17.36 crore as against Rs.488.99 crore in the
previous year. The Corporation reported a net profit of
Rs.1037.62 crore as against Rs.261.47 crore in the previous
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year. A dividend of 30 per cent was declared for the year as
against 22 per cent in the previous year.

Investments

Favourable conditions in the stock market enabled GIC to
realize capital gains to the extent of Rs.522.55 crore. With
increased liquidity in the money markets, the yields on the
debt instruments moved in a narrow range, thereby restricting
yields on debt instruments. The total investments of GIC as
on 31st March, 2004 were Rs.12927.41 crore as against
Rs.8622.98 crore in the preceding year.

iif) Customer Service

Insurers have taken initiatives by adopting technology to
improve their services to the policyholder in achieving lower
turnaround time for issuance of policies, customer servicing,
complaint redressal and customer education. Business
processes have been computerized to keep track of the
policies issued right from inception to maturity, covering all
aspects of administration, underwriting, claims, commissions
and insurance accounting. Insurers are also relying on
bancassurance to drive their operations and have taken
initiatives to set up seamless integration of their offices with
the bank branches to achieve smooth distribution of policies.

Insurers have set up their websites for disseminating timely
and complete information to the policyholders so as to provide
value added services to customers. Financial planning tools,
information about products, commission details, premium
calculators, NAV quotations, FAQ, etc., are made available to
customers. A number of insurers are designing enterprise
portals to enable policyholders to query the status of their
policies, to make on-line premium payment and to provide a
forum for registering/seeking redressal of policy servicing
related issues. Insurers have implemented facilities to pay
premiums through non-conventional channels such as credit
cards, ATMs, online payments, standing instructions, etc., in
order to provide hassle-free modes of payment of premium.
Conscious of the imperative need to build up data bases to
help their operations, some insurers have taken initiatives to
develop data warehouses to facilitate their operations.

Automated complaints management processes, from lodging
of customer complaints and tracking them till redressed, have
been put in place by the insurers to handle any delay in the
settlement of claims. Toll free numbers and Call centers have
been put in place for better customer reach. Insurers have
also taken initiatives in deploying Customer Relationship
Management (CRM) systems to streamline their grievances
management process.

Market discipline is a critical area for the healthy development
of the insurance industry in emerging markets. While the
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supervisory body has a key role to play in ensuring market
discipline, the conduct of the insurance companies and other
intermediaries in effectively imposing self regulation is equally
significant, if not more. The key to effective market discipline
lies in public disclosure and consumer education. Informed
and educated consumers are often the most effective means
of enforcing commercial discipline. An informed customer is
in a position to avail of better services, and has faith in the
industry, thereby facilitating penetration and growth.

C. POLICIES AND MEASURES TO DEVELOP THE
INSURANCE MARKET

Moving forward on the foundation laid in the initial years of its
operations, the Authority has taken a number of initiatives to
develop the insurance market. Broadly these include initiatives
at building customer confidence through a regulatory
framework; expansion of coverage through customer
awareness campaigns and through expansion of the customer
reach; encourage insurers to launch innovative products and
by simplifying procedures for accessing insurance services.
The various initiatives taken by the Authority encompass the
following:

1. Introduction of new channels of distribution by allowing
insurance brokers, corporate agents and bancassurance
in the Indian market which will enable the insurers to market
their products to the public. The regulations have facilitated
the entry of banks, NBFCs, Cooperatives and NGOs for
distribution of insurance products. Since insurance is not
bought but sold, expansion of sales avenues would
ultimately lead to enlargement of the market;

2. Launch of an extensive insurance awareness campaign
on All India Radio (AIR) and Doordarshan during July to
December, 2003, which included broadcast/ telecast of
jingles and monthly phone-in programmes of 30 minutes
duration. Members, officers and representatives of the
Authority participated in the phone-in programmes, which
were telecast in eleven languages from the regional centers
of Doordarshan / AIR to cover a wider cross section of the
society.

3. Facilitated introduction of innovative products in the
non-life insurance market in line with the needs of the
customer. Rural products like weather insurance for the
farming community are being devised and marketed by
the insurers.

4. Issued regulations regarding mode of payment of premium
allowing customers to pay the premium through credit card,
internet, etc. This will help to reduce the administrative
costs and facilitate increase in insurance cover.

5. Laid down customer service standards. The compliance
of these standards by insurers and insurance
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CONTRIBUTION OF VARIOUS INVESTMENT FUNDS - PRIVATE SECTOR
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Box Item No.1l

PERSPECTIVE ON DE-TARIFFING THE NON-LIFE INDUSTRY

The premium underwritten by the non-life insurers in the year 2003-04 stood at Rs.17357 crore compared to Rs.9982 crore
in 1999-2000, the initial year of liberalization of insurance industry. Before liberalization, four public sector companies and
General Insurance Corporation of India (GIC) operated in India. The premium underwritten by them in 1989-90 and 1995-96
stood at Rs.2279 crore and Rs.6377 crore, respectively.

The segment-wise analysis of the premium underwritten by the insurers reveals a shift in the proportion of various segments.
While during the years 1989-90 to 1995-96 the proportions did not change dramatically, the contribution of various segments
to the total premium had undergone a significant change by the year 1999-2000. The proportion of Fire, Marine and
Miscellaneous segments, which stood at 25.84;55.07;19.09 in 1989-90 had changed to 24.75;59.59;15.67 in 1995-96
respectively. At the time of liberalization, the contribution of various segments to the total premium stood at 24.14;65.60;10.26.
In the year 2003-04 the ratio has undergone a further change at 19.92;66.11;13.97.

The Fire portfolio has generally remained unchanged despite a major revision in the year 2000. The Fire tariff was simplified
in terms of a “single rate” being specified for a single industry. Overall, the premium rates were also reduced. In volume terms,
Fire premium grew from Rs.589 crore in the year 1989-90 to Rs.1578 crore in 1995-96. The gross premium underwritten in
the Fire segment in 1999-2000 and 2003-04 was Rs.2410 crore and Rs.3458 crore, respectively.

The proportion of Marine segment to the total premium underwritten has fluctuated over the period under study. The premium
underwritten in volume terms has grown from Rs.435 crore in 1989-90 to Rs.2425 crore in 2003-04. In 1994, Marine segment
was detariffed and the four public sector non-life insurers reduced their premium rates dramatically. The short term objective
of capturing additional business resulted in a fall in total premium underwritten in this segment in 1994-95. Overall, the
Marine portfolio being international in character is also driven by the terms of the contract of sales.

The Miscellaneous segment comprises several lines of business including Motor, Engineering, Public/Product liability, Aviation,
Personal Accident, Workmen’s Compensation/ Employer’s liability. The portfolio has been impacted by the changing economic
environment, increase in the purchasing power of individuals and innovations in the products launched by the insurers. The
premium underwritten in this segment increased from Rs.1255 crore in 1989-90 to Rs.3800 crore in 1995-96 and further to
Rs.6548 crore in 1999-2000 and now stands at Rs.11474 crore by 2003-04. Two major contributors to the increase in
miscellaneous segment have been Motor and Health. With changing lifestyle the number of vehicles purchased has grown
significantly and together with increase in motor tariffs resulted in growth in this segment. The Health segment has also
shown an increase in the last two years. With the introduction of Third Party Administrators (TPAs), Mediclaim premium was
revised to include administrative charges thereby contributing to the premium underwritten. In the property and liability
segments, premium has increased on account of businesses becoming more conscious of the necessity to buy cover and
new products were also introduced in the market.

While the analysis of the overall trends over the period 1989-90 to 2003-04 has been made taking into account the changes
in the economic scenario, the opening of the insurance sector and the entry of the private players has also played a role in the
growth of non-life insurance market. However, given the legacy that the tariff and non-tariff market segments are operating
in tandem, experts in the field have opined that in a liberalized environment there need not be any tariff regime.

The Justice Rangarajan Committee felt that the non-tariff market is possibly the best way of ensuring that benefits of competition
percolate down to public at large. However, the Committee recommended continuation of tariff for the Motor—TP, perhaps
under the perception that the industry would take advantage of the non-tariff environment to raise premiums. The Committee
favoured de-tariffing of the Motor-OD segment. Later on the S V Mony Committee while drawing up the road map in this
regard favoured disbanding of market level tariff and suggested that insurers determine premium based on specific rating
factors. However, the Committee underscored the possibility of collapse of rational underwriting under competitive conditions.

While individual insurers have expressed concern over the possible misuse of some of the rating factors for Motor Act
Liability, thereby defeating the very purpose of risk factor-based rating structure, there is a need to lay down the ratings based
on such criteria as easy verifiability, objectivity and materiality, and further moderate them on the basis of claims experience
based loading and discounts. Motor insurance, by its very nature, is an ideal case for experience based underwriting.

Non-life insurance industry suffers from a serious handicap of the absence of statistics to support scientific rating and
underwriting. While the situation has been highlighted in various forums, not much was forthcoming from the industry to
rectify the situation. This has also been pointed out in the Rangarajan Committee Report. It is widely believed that the tariffed
environment is likely to be short lived, and insurers, driven by market sentiments, would need to move towards a de-tariffed
Cont'd...
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market. In this context, absence of reliable underwriting database and analysis of underwriting experience is likely to be a
serious handicap to insurers in their efforts at adopting sound technical underwriting. Pricing of products without a fair
assessment of the underlying costs could be suicidal for the fledgling insurance industry where the new insurers are still in the
process of stabilizing their operations, and the industry would be unable to escape the responsibility of the consequences
which would follow.

Motor insurance, based on the underwriting experience, has been identified as a cause for the underwriting losses for the
industry, and it is believed that “Own Damage” premium is subsidizing “Act Liability”. Insurers generally agree that pricing of
“Act Liability” is inadequate and part of the problem lies in lax controls on underwriting and claims. While some efforts have
been initiated to compile statistics on an ad hoc basis, these are deficient to the extent that the statistics compiled pertain to
claims or awards by Tribunals, without corresponding data on the population of insured risks so as to put the information in
the proper perspective.

The Motor Vehicle Act was amended in the year 1994 with a view to provide simpler and faster relief to victims of motor/road
accidents. It now appears that the position has not changed. Two important provisions of the Act dealing with compensation
to accident victims are:

“The Owner of the vehicle is obliged to pay compensation on ‘no fault’ basis for death or permanent disablement caused by
an accident arising out of the use of a motor vehicle. The amount of compensation is Rs.50,000/- for death and Rs.25,000/-
for permanent disablement (Section 140 of the Act).”

Further, “the owner or the authorized insurer of a motor vehicle shall be liable to pay in case of death or permanent disablement
due to accident arising out of the use of motor vehicle, compensation as indicated in the Second Schedule, to the legal heirs
or the victim as the case may be. The claimant is not required to plead or establish that the death or permanent disablement
was caused by any wrongful act or neglect or default of the owner of the vehicle. The Central Government may, keeping in
view the cost of living, by notification in the Official Gazette, from time to time amend the Second Schedule (Section 163 of
the Act)”.

While, Section 140 is not linked to the earning status or age of the person injured or killed in a motor accident, Section 163A
is linked to the age and earning capacity of the person injured or killed.

Industry experts have drawn attention to the impact of the amendments to the Motor Vehicles Act. There have been complaints
on various issues including vehicles plying on the roads without being insured; collusion between parties to defraud insurers;
over-sympathetic awards by Tribunals; lacunae in investigating road accidents. All these have contributed to the adverse
claims experience of insurers. There have been reports of insurers adopting domineering postures while settling claims
resulting into litigation which only adds to the claims costs through “award of interest” on the compensation amount. Insurers
have also drawn attention to the “unlimited” nature of liability as a significant contributor to the claims costs. While various
Government agencies can have a role to play in bringing down the cost of liability claims, insurers can contribute as much, if
not more. The external agencies can be expected to respond in a favourable manner if the non-life insurers are actually seen
to be making an effort at putting their house in order.

Access to insurance cover to the policyholder at a fair price is a matter of concern to all the stakeholders, namely insured, the
insurer and the regulator. There have been instances in the past, when insurers have acted in a collective manner to meet the
challenging circumstances. The creation of Terrorism Pool for providing continuing insurance for terrorism risk when the
reinsurance market withdrew support in the wake of September 11 attack on the WTC, is an example. Today, it is felt that it
may be difficult to get motor insurance cover for “Act Liability” for certain classes of vehicles. The industry needs to address
this concern. Justice Rangarajan Committee had recommended setting up of “Insurance Pool” to provide cover to those
cases which were not accepted by insurers. Such a facility especially for a class of risk which is statutorily required to be
insured, could be collective response of the insurance industry.

While it may not be necessary to pool all Act Liability covers, non-life insurers could seriously think of setting up a Pool to
underwrite risks, which have been denied cover twice, with all direct non-life insurers acting as underwriting and claims
settling agents for the Pool. The business written for Pool account can be shared by all insurers and General Insurance
Corporation (GIC) in proportion to their total gross direct premium in the country and on its total gross accepted Indian
premium, respectively. The initiative would go well as a pro-active effort at fulfilling a social obligation, and add to the goodwiill.

It is widely felt that de-tariffing the entire industry at one go may be the need of the hour. However, as ramifications are many,
any hasty decision could impact the overall growth of the industry. The Authority is consulting various stakeholders and
experts to lay down a road map in this regard.
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intermediaries would encourage the consumers to seek
insurance cover.

6. Introduced TPAs to provide cashless facility, initiatives to
promote health insurance, permitting life insurers to provide
health riders up to 100 per cent of the basic sum insured
in the policy.

7. Recognized E-choupals to distribute insurance products
to the rural farmers.

8. Issued comprehensive guidelines for accreditation of
agents’ training institutes; and

9. Put up the Concept Paper on Micro Insurance on its
website, which provides a framework for insurers to design
suitable micro-insurance products. Norms are being framed
to recognize micro-insurance agents, like Non-Government
Organizations (NGO) and Self Help Groups (SHG). The
Concept Paper proposes recognition of micro-insurance
agents based on the MOUs signed with insurers. The
insurers would be expected to carry out due diligence as
per the requirements of the Act and regulations framed
there under.

All these initiatives are expected to facilitate the development
of the insurance market in the country.

D. RESEARCH & DEVELOPMENT ACTIVITIES
UNDERTAKEN

As a sequel to the opening up of the insurance sector, the
industry has witnessed emergence of a competitive
environment where an informed service provider is likely to
capture a wider market and also be in the position to service
the customer in a better way. The focus has thus shifted to
availability of data, demand for insurance education, training
and research. The institutes which are imparting professional
education in the field of insurance have to keep the curricula
abreast with the latest developments, in tune with the demand
and expectations of evolving market conditions. Initiatives are
required to identify areas of research keeping in view the
requirements of an emerging and evolving industry.

As part of its initiatives, the Authority has identified two critical
areas, namely, Health Sector and collation of data for the
non-life sector. The Authority has constituted a Health
Insurance Working Group to identify various issues and to
draw up a strategy for development of national health
insurance, including managed health care plans in the country.
The Working Group constituted a Sub-Group to examine the
specific issues relating to collection, collation and analysis of
data to facilitate health insurers scientifically price their
products. The Data sub-group has since submitted its Report
and has recommended establishment of national repository
of health insurance, enhancement of data quality and
standardization across the insurance companies and TPAs.
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The Authority has constituted three more sub-groups on
(a) implementing the recommendations of the data sub-group;
(b) enabling environment for stand alone health insurance
companies; and (c) innovations in the health insurance policies
and condition of pre-existing diseases in the health policies.

In another initiative, the Tariff Advisory Committee is
maintaining a web-enabled ‘Declined Lives Database’ for the
exclusive and confidential use of the life insurers. Other
initiatives being taken by the Authority include efforts at
collection and collation of databases to ensure a smooth shift
towards a de-tariffed market. The competitive environment,
as itis evolving, lays a significant stress on developing products
which are priced on scientific parameters. Simultaneously,
setting up of the Catastrophe/ Earthquake Pool and such other
efforts by the Authority and the industry require authentic data
to facilitate policy decisions.

In its efforts to promote Research and Development activities
in the insurance sector, the Authority in collaboration with the
Government of Andhra Pradesh set up the Institute of
Insurance and Risk Management (IIRM) at Hyderabad. 1IRM
has been given the mandate to conduct research in the
financial areas and it is expected that the Institute shall be
developed as a centre of excellence and as a role model for
the Asia Pacific Region. (The activities of IIRM are dwelt at
length in Part lll of the Report). Other than this, the Centre for
Insurance Research and Education set up at Indian Institute
of Management (IIM), Bangalore carries out basic research
on special aspects of insurance. ING group in collaboration
with FICCI has also set up a research centre.

The insurers have also been conducting market research
either in-house or through professional agencies to introduce
tailor-made products targeted at specific segments of the
population. Risk assessment studies are being carried out for
measuring accumulation of risk at a particular place at any
one point of time. The industry has also been witnessing
introduction of such concepts as Embedded Value (EV) — a
technique for measuring the market value of a life insurance
company, which is aimed at facilitating managements’ efforts
at evaluating their performance. Insurance brokers are also
carrying out market research to evaluate both the needs of
the customers and the products offered by the insurers.
Research by professionals has also culminated in thought
provoking papers being presented at various conferences and
seminars.

E. REVIEW
i) Protection of interests of policyholders

One of the critical areas of responsibilities of the Authority is
to protect the interests of policyholders. To give effect to this
objective, the Authority notified the Protection of Policyholders
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Regulations in April, 2002. In another initiative, the office of
the Appellate Authority has been constituted under Section
110H of the Insurance Act, 1938. The Appellate Authority has
been set up to review, on appeal, the directives given by the
Authority. During the year under review, a two member Bench
heard appeals of public sector non-life insurers in respect of
the Authority’s directives on settlement of claims, which are at
various stages of consideration.

Other steps taken by the Authority to protect the interests of
the policyholders include:

e constitution of a Cell within the Authority headed by a
Deputy Director to receive complaints/grievances from the
policyholders. The Cell looks into genuine cases of delay
in the settlement of grievances. However, the Cell does
not function as an underwriter nor does it decide on issues
like adoption of underwriting practices, the claims
procedure etc., by the insurers;

e making it compulsory for every life insurer to make available
the premium rates with a facility of a premium calculator
on its web-site for the information of public;

e insurers to have a consumer representative on their Board;

e making it obligatory for insurance companies to disclose
clearly the benefits, terms and conditions of the policy
document;

e advertisements issued by the insurers are required to make
proper disclosures;

e for redressal of the complaints of the individual
policyholders, the Ombudsman scheme has been put in
place by the Central Government. The implementation of
the scheme is being supervised by the Authority;

e insurers are required to set up proper grievance redressal
machinery at their head office and at their other offices;

e Introducing Third Party Administrators in the health sector,
to provide improved health insurance services viz.,
cashless cover, and other add on facilities; and

e Licensing brokers as intermediaries to serve better the
interests of the insured public in general and insurance
industry in particular. The broker renders advice on
appropriate insurance cover and terms thereof, keeps up
to date on the variety of available insurance products and
submits quotations received from insurers for consideration
of the client.

The Authority also protects the interests of the policyholders
by ensuring that the insurers maintain the prescribed solvency
margin. Maintenance of the solvency margins by the insurers
is an indication that they are in a position to meet their
obligations towards policyholders with regard to payment of
claims.
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ii) Maintenance of solvency margins of insurers

The IRDA (Assets, Liabilities and Solvency Margin of Insurers)
Regulations, 2000 require all life insurers to maintain an excess
of value of assets over liabilities (solvency margin) to the extent
of not less than Rs.50 crore, or a sum equivalent based on
the prescribed formula given in the IRDA (Actuarial Report
and Abstracts) Regulations, 2000. Similarly, in respect of
non-life insurers, a minimum solvency margin of Rs.50 crore
is required to be maintained (Rs.100 crore in case of a
re-insurer) or a sum equivalent based on the formula given in
the IRDA (Assets, Liabilities and Solvency Margin of Insurers)
Regulations, 2000.

At the time of registration it was felt that the new insurance
companies would take five to seven years to stabilize their
operations, and may have to fund their initial losses through
additional inflow of funds. Despite the initial strain in setting
up of operations, the insurers are required to meet the solvency
margin requirements at all times, and the Authority places
considerable importance on this parameter as an indicator of
the health of an insurer and also as an adequate buffer to
ensure protection of the interests of policyholders. Thus,
monitoring solvency margin certified by the appointed actuary
of the insurer is an important function of the Authority.

All insurers file with the Authority an annual statement as per
the IRDA (Assets, Liabilities and Solvency Margin of Insurers)
Regulations, 2000 giving their solvency position as on
31st March of each financial year. A review of the solvency
statements furnished by the insurers in case of the life and
the non-life insurers revealed as under:

Life insurers

Of the thirteen insurers who underwrote premiums during the
year 2003-04 eleven insurers complied with the stipulated
requirement of 1.5. LIC had a solvency ratio of 1.11 which
was above the statutorily required ratio but below the
stipulation of 1.5. In respect of Max New York Life, the actual
solvency ratio was 1.47. However, the insurer has since filed
a revised Return which is being examined by the Authority.

Of the eleven insurers who complied with the solvency
stipulations as required by the Authority, seven have improved
upon their ratio in the previous year 2002-03. As against this,
the actual solvency ratio had declined in respect of four of the
life insurers.

Non-life insurers

In the non-life segment, of the four non-life insurers in the
public sector, two were unable to meet the stipulated solvency
ratio of 1.5. Of these, while National reported a decline in the
solvency ratio at 1.46 as against 2.03 in the previous year, in
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Box Item No.2

CAPITAL REQUIREMENTS OF INSURANCE COMPANIES

Section 6 of the Insurance Act, 1938 and the regulations framed there under lay down the minimum entry level pre-requisites
for registration of Indian Insurance companies. Any company proposing to carry on life or general insurance business shall
have a paid up capital of Rs.100 crore. In case of a re-insurer, the requirement has been placed at Rs.200 crore. The foreign
joint venture partner, either by itself or through its subsidiary companies or its nominees, may participate to the extent of 26
per cent of the paid up equity in the insurance company. The guiding principle for laying down such stringent requirement has
been as much to restrict entry to reputed groups with long term commitments and also to ensure that adequate capital is
injected to fund various requirements evolving with operations and to fuel growth of the insurer.

Fundamentally, while carrying out their operations, insurance companies require capital to take care of the effect of the
statutory reserve; the actual cost of acquiring business and the strains associated with the business acquired which could be
substantial; and losses likely to result from the insurance and/or the investment risks associated with the business. In addition,
the insurer is required to bear the expenses towards IT, costs of training its agent force and advertisement and sales promotion
expenses. The statutory stipulation of meeting the solvency requirements sometimes necessitate injection of capital at regular
intervals. These aspects are elaborated upon in the ensuing paras:

e Alife insurer expects to cover its expenses through the loadings on premium rates for conventional business and the
charges it levies on unit linked business. Any excess of the actual expenses over the expense loadings in the premium
rates and the charges on unit linked business, on account of initial expense overrun results in deficit in the Revenue
Account (Policyholders’ Account). Funding the deficit in the Revenue Account requires injection of capital at regular
intervals.

e The insurer has to undertake certain initial expenses towards commencement of business operations. These costs along
with a timeframe for achieving economies of scale to bring the actual expenses in line with expense loading and operating
charges may sometimes result in expense overrun during the said timeframe. These expenses need to be funded with
regular injection of capital.

e The regulatory requirements do not allow the insurers to tap any other avenue for funding their activities than through
capital infusion through the shareholders. The registration requirements prohibit insurers from resorting to borrowings to
fund their activities.

e For expanding their operations through new products, services and territories, insurers who already have a deficit in the
Revenue Account, may have to inject further equity at regular intervals. Similarly, extension of further services and/or
putting in place systems to improve their existing operations may also require additional capital expenditure.

e |RDA (Assets, Liabilities and Solvency Margin of Insurers) Regulations, 2000 mandates insurers to set up required
reserves in respect of insurance liabilities on a prudent basis. The first year premium received from the policyholders
would not be sufficient to establish such reserves due to initial high acquisition costs of new business (also referred to as
initial business strain). The initial business strain and the manner of its release over the term of the policy would vary with
the features of the individual products launched by the insurers.

e The lapse rate of the insurer could be an additional reason for the strain on the Policyholders’ Account. The insurer
expects to cover the initial strain on its capital over the term of the policy. However, a high lapse rate could cause a drain
on the capital of the insurer. Lapse control mechanisms which include special campaigns for educating customers/
prospective customers, special revival campaigns, incentives to the marketing officials to control first premium lapses,
and training for agents to emphasize upon need-based marketing of insurance products are all part of the strategies

adopted by the insurers to control the lapse rates.
P y P Cont'd...

31




ANNUAL REPORT 2003-04

e Induction of capital is also influenced by the regulatory stipulation to provide for the solvency margin requirements.
Further, these requirements also grow as the business of the insurers grows. Presently, the Authority has prescribed a
solvency margin of 150 per cent of the Required Solvency Margin.

e During 2003-04, the Authority, while interpreting the provisions of Section 49 of the Insurance Act, 1938, issued directions
to all life insurers stipulating stringent conditions under which insurers could declare bonus in the absence of actuarial
surplus. The conditions laid down by the Authority provide that the deficit in the Revenue Account can be wiped out
through a transfer of the surplus in the Shareholders’ Account or by drawing upon the shareholders’ equity capital. This
direction issued by the Authority, in some instances, required further injection of equity capital by the shareholders.
Insurers have injected further equity capital in their operations so as to meet the demand of the competitive market
conditions for declaring bonus.

e The premium rates and charges for life insurance products are based on the actuarial assumptions on the identified
parameters, which include investment returns, operating expenses, inflation, lapse rates, mortality and morbidity rates,
and applicable tax provisions. If there is a negative deviation in the actual experience as against what was anticipated at
the time of pricing of products, it would result in a loss to be borne by the Policyholders’ Account, which may ultimately
have to be borne by the shareholders, due to various compulsions, both statutory and for competitive reasons.

It has been observed that new insurers, who have increased market share, have reported a deficit in the Revenue Account.
Further, such deficits have been funded through injection of equity capital at regular intervals. Promoters who are not comfortable
with the regulatory stipulation of receiving up to 10 per cent of the actuarial surplus arising from participating business, have
refrained from injecting capital into the company at regular intervals. In case of non-participating business, 100 per cent of the
actuarial surplus is distributed to the shareholders.

As per the present limits on Foreign Direct Investment (FDI) the insurers can seek funding of equity from foreign partners only
up to 26 per cent. As such, any increase in equity by the insurers puts an additional strain on the Indian promoter to fund
74 per cent of such increase. Such a stringent requirement for an industry which is capital intensive in the initial years, places
an additional strain on the Indian promoters, not only on account of their capacity to raise fresh capital but also due to
regulatory stipulations placed on the promoter company.

A similarity can be drawn from the banking industry. As per the exposure norms prescribed by the Reserve Bank of India,
investments by a bank in a single financial services company should not exceed 10 per cent of the bank’s paid-up capital and
reserves. Further, the bank’s aggregate investments in all its subsidiaries/ financial services companies should not exceed
20 per cent of the bank’s paid-up capital and reserves. The bank is also required to ensure compliance with the minimum
capital adequacy requirements.

Life insurance industry operations, by its very nature, results in the initial strain which the shareholders expect to recover on
stabilization of their operations. As insurance premiums within a country grow, there would be increasing pressures to bring
additional equity capital for reserving, adequacy of capital and the re-insurance of the business underwritten. With comfortable
foreign exchange reserves, inflow of foreign capital is not critical. However, higher FDI limit for the insurance sector would
open up avenues for more players to enter the market, thereby making the industry more competitive and efficient. Further,
in case of the existing players who are unable to inject fresh funds due to the high contribution of 74 per cent, increase in the
foreign stake would facilitate their ability to shore up the equity base of the insurers.

A study of the business underwritten by the life insurers who entered the industry post liberalization reveals that the growth in
their market share has been driven by their capacity to inject additional capital over the years 2000-01 to 2003-04. The growth
in first year premium of these insurers would have been impacted by such aspects as: the types of products launched by
them, marketing arrangements tapped by them and the brand equity built by them. The fact that the promoters have been
able to inject additional capital at regular intervals has enabled them to absorb the deficit arising in the Policyholders’

Cont'd...
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Account. The total deficit of the life insurers in the Policyholders’ Account stood at Rs.1678.77 crore as on 31st March, 2004.
The paid-up equity capital of these insurers increased from Rs.539.79 crore for four companies in the year 2000-01 to
Rs.3081.71 crore in 2003-04 for twelve companies. During the same period, the gross premium underwritten by these life
insurers increased from Rs.6.45 crore to Rs.3120.33 crore. The twelve private sector insurers underwrote “first year premium”
of Rs.2440.71 crore in the year 2003-04.

While all the twelve life insurers who have entered the market in the last four years have reported losses during the years of
their operations, these losses have been in line with the projections made at the time of registration.

Non-life Insurers : The scenario in the case of the non-life insurers in respect of capital requirements is diametrically
opposite. Based on the type of business underwritten by non-life insurers, and their capacity to bear the underlying risks, a
significant portion of the business gets re-insured thereby lowering the requirement for maintenance of solvency margins. A
study of the retention ratios of the eight insurers who have entered the industry in the post liberalization era revealed that
during 2003-04, the retention ratios ranged between 78.50 per cent and 22.09 per cent. This wide range in the ratios is on
account of the variation in the individual portfolios of insurers. While at the one end, an insurer had underwritten a significant
component of its business in the motor segment, another sought reinsurance cover for the mega projects due to lack of
capacity to bear the associated risks. The net retention of the eight non-life insurers in Fire, Marine and Miscellaneous
segments was 22.30, 42.48 and 60.44 per cent respectively, as against 18.52, 44.29 and 55.24 per cent in the year 2002-03.
As these insurers have increased their retentions with stabilization of their operations, the need for injecting further capital
beyond the minimum entry level requirement of Rs.100 crore has not arisen. In fact, other than ICICI Lombard, which has
increased its paid up equity to Rs.220 crore from Rs.110 crore in 2001-02, no other insurer has brought in additional equity
during the last four years of their operations. In the case of Cholamdalam MS additional equity to the extent of 26 per cent
was brought in by the foreign partner on being inducted as a shareholder subsequent to registration of the insurer.

The cost of procuring business in this segment is also lower. As such, the non-life insurers, on account of the nature of their
operations, break even early. A comparison of the operations of the eight non-life insurers with their projections revealed that
these insurers generated profits in the second/third year of their operations. Of the eight non-life insurers, only two reported
net losses in the Shareholders’ Account. These two insurers had commenced operations in the second half of 2002-03, and
the year 2003-04 was the first full year of their operations.

Health insurance sector: At the time of opening up of the industry, it was anticipated that the insurers would particularly
provide impetus to the health sector. It was also envisaged that insurance companies would be established to cater to the
demand for insurance in the health sector. This has, however, not materialized in a significant way. No insurance company
has been set up exclusively for the health sector. Though the premium in the health segment, in the case of non-life insurers
has increased, and health coverage is being provided as riders by life insurers, and also as stand alone products by one
insurer, there is still a lot of ground to be covered. Perhaps, lowering the capital requirement in the case of health insurers
from the present levels of Rs.100 crore, could provide impetus for developing this sector.

Issues pertaining to reinsurance: The capital requirements for reinsurers are stringent at Rs.200 crore, and this has been
a deterrent to the entry of reinsurers into the Indian market. Other than the national reinsurer, General Insurance Corporation
(GIC), there is no other reinsurer in the country. The foreign operators are reluctant to establish reinsurance companies in
India at 26 per cent. For the present, the foreign reinsurance companies have established liaison offices in India, and they
are procuring business from the country either directly or through the re-insurance brokers. The reinsurance business being
placed in the foreign markets is in excess of the business retained by the direct insurers as well as the national reinsurer, GIC.
Areview of the regulations for establishing re-insurance companies is pertinent for increasing the foreign direct investment to
74 -100 per cent. This would facilitate higher retention of premium within the county. In addition, it would also result in
attracting reinsurance business from the neighbouring countries, thereby moving India to the position of a regional
reinsurance hub in Asia in due course.
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case of Oriental the ratio improved to 1.37 as against 1.14 in
the previous year. New India and United India reported a
solvency ratio of above 1.5. While in the case of the former it
had improved to 3.99 as against 3.45 in the year 2002-03, in
case of the later it had declined to 1.90 as against 2.26 in the
previous year.

ECGC which is underwriting credit business had a solvency
ratio of 6.52 for the year 2003-04. Agriculture Insurance
Company which commenced operations in the year 2003-04
has been advised to furnish the Solvency Statements with the
Authority.

Of the eight non-life private insurers, except TATA AIG all others
have met their solvency requirement of 1.5 as stipulated by
the Authority. TATA AIG reported a solvency ratio of 1.36. Of
the private insurers, five have reported an improvement in the
solvency ratio in the year 2003-04.

Re-insurer

The national re-insurer reported a solvency ratio of 4.29 as
against 3.19 in the year 2002-03.

iif) Monitoring of reinsurance

The mandate on reinsurance matters rests with the Authority
as laid down in the provisions of Sections 14(1) and 14(2)
Sub Section (f) of the IRDA Act, 1999; and sections 34F, 101A,
101B and 101C of the Insurance Act, 1938. In addition, the
regulations notified under the Act provide ground rules for
placement of reinsurance with the national and international
re-insurers. Under the provisions of the Insurance Act, 1938,
the General Insurance Corporation of India (GIC) has been
designated as the “Indian re-insurer” which entitles it to receive
obligatory cessions of 20 per cent from all the non-life insurers.
These limits have been laid down in consultation with the
Reinsurance Advisory Committee.

While laying down the regulatory framework for reinsurance,
the Authority has laid stress on insurers maintaining maximum
possible retention commensurate with their financial strength
and volume of business. lItis in this context that the Authority
requires an insurer to justify its retention policy, and reserves
the right to give necessary directions to ensure that the Indian
insurer is not merely fronting for a foreign insurer.

The reinsurance programme of each non-life insurer is required
to be guided by the basic tenets of maximizing retention within
the country; developing adequate reinsurance capacity;
securing the best possible protection for the reinsurance costs
incurred; and simplifying the administration of business. Every
life insurer is required to draw a programme of reinsurance in
respect of lives covered by it. The profile of the re-insurance
programme, duly certified by the Appointed Actuary is required
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to be filed with the Authority, giving details of the re-insurer(s)
with whom the insurer proposes to place business.

Every insurer is required to furnish the re-insurance
programme with the Authority at least forty five days before
the commencement of each financial year. In addition, every
insurer is required to file copies of treaty slips and cover notes,
furnishing details of the proportionate share of the re-insurers,
within 30 days of the commencement of the year. The Authority
reserves the right to seek any clarifications and if necessary
give directions.

The Aurthority is particularly concerned that insurers while
ceding abroad do so only after utilization of the national
capacity and on competitive international terms. Also the
business placed with any one re-insurer should not be
excessive. Thus, every insurer is required to offer an
opportunity to other Indian insurers, including the Indian
reinsurer to participate in its facultative and treaty surpluses
before placing such cessions outside India. Insurers are also
required to place their reinsurance business outside India with
only those re-insurers who have over a period of past five
years counting from the year preceding for which the business
has to be placed, enjoyed a rating of at least BBB (with
Standard & Poor) or equivalent rating of any other international
rating agency. Placement with any other re-insurer requires
the approval of the Authority. Surplus over and above the
domestic class-wise reinsurance arrangements can be placed
by the insurer independently subject to a limit of 10 per cent
of total re-insurance premium ceded outside India being placed
with any one reinsurer. Where it is necessary to cede a share
exceeding such limits to any particular re-insurer, the insurer
needs to seek the specific approval of the Authority.

In compliance with the regulations, all life and non-life insurers
have been filing their respective reinsurance programme with
the Authority and made presentations to the Authority.

Insurers are also exploring avenues like Alternative Risk
Transfer (ART) as part of their re-insurance programme. As
ART is a new concept to Indian insurance market, there are a
number of regulatory issues which need to be closely
examined.

Subsequent to opening up of the insurance sector, the
reinsurance market has also witnessed changes. The
reinsurance market is facilitating the spread of risks which
are beyond the insurers’ capacity while maintaining their
financial viability. Introduction of brokers has helped the direct
insurers to secure facultative placements abroad, especially
in aviation, energy and petrochemical risks. GIC, the national
re-insurer, extends the additional facilities to insurers besides
managing obligatory cessions by participating in (i) companies’
surplus treaties; (ii) market surplus treaties; and (iii) facultative
acceptances protecting their net account through excess of
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loss arrangements. GIC as a member of the Federation of
Asian Insurers and Re-insurers (FAIR) Pool is able to extend
additional facilities in the Indian Market.

Terrorism Pool

Consequent to the attack on the Twin Towers of World
Trade Centre, USA, the US President declared the
disaster as “Acts of Terror”. Based on the statement by him,
all the Insurance/ Reinsurance Contracts were cancelled by
27th September, 2001 and there being no one to accept
terrorism cover, the situation was grim for the Indian insurers
affecting their ability to extend terrorism cover to their clients.
In such a hard market, on the initiatives of the Authority, various
stakeholders of the insurance industry came forward to form
a Terrorism Pool. The Terrorism Pool is being administered
by the Indian re-insurer, i.e., GIC. The maximum loss payable
by the Pool under the terrorism cover is Rs.200 crore per risk.
The term ‘per risk’ is as defined by the TAC. The member
insurance companies have a share in loss retention of the
Pool as per the agreement signed with them. For the first
year (2002-03) the Pool was protected by excess of loss cover
in two layers upto Rs.300 crore over Rs.100 crore per event.

For the year 2002-03, the cost of excess of loss protection
was allocated between the participants according to their share
in the total pool. In order to address cases of multiple
insurance and where both fire and engineering insurance
covers were issued, the TAC was asked to place a limit of
Rs.200 crore loss per location to be applicable on the
aggregate of losses under both Fire and Engineering
insurances. Any insurer seeking insurance cover in excess of
Rs.200 crore (as provided by Tariff), was at liberty to do so at
terms obtained from re-insurers, under intimation to the Pool
Manager.

During the financial year 2003-04, the GIC, as Pool Manager
of the terrorism pool, arranged the reinsurance protection for
the Pool effective April, 2003. Considering the good experience
and the improving position with regard to terrorist action, the
members decided to increase the limit of cover per location
from Rs.200 crore to Rs.300 crore w.e.f 1st April, 2004 and
the excess of loss covers were revised to Rs.450 crore in
excess of Rs.150 crore per event in two layers. The terrorism
pool has completed two years of operations and the results
have been favourable. At a recent meeting of the
Pool, members proposed to further increase the cover limit to
Rs.500 crore per location. Subject to confirmation by the
members, the change will take effect from 1st January, 2005.

Much on the lines of the Terrorism Pool, the General Insurance
Council has decided to create an Earthquake Pool which will
enable all the insurance companies to share the burden of
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risk in case of huge losses arising out of earthquakes of any
magnitude. A Working Group has been constituted to look
into the modalities for the constitution of Earthquake Pool.
Under this concept, the insurers will divert the Earthquake
premium to the Pool.

The Government of India may find in such a scheme, a means
of providing social security to the public in any unfortunate
event of a catastrophic loss. Besides, an insurance solution
enables orderly distribution of disaster relief to the affected
population. The concept, if extended to the housing sector,
with a specific limit per risk could provide adequate protection
to the weaker sections of the society. The existing Standard
Fire Insurance Policy provides coverage against floods and
cyclones for dwellings, commercial and industrial
establishments. However, this is not a compulsory cover and
the insured gets a discount for opting out against these risks.

Although the net account for catastrophe losses is protected
by the Excess of Loss cover, a series of such losses could
easily erode the insurer’s net account and its financial viability.
The industry is still to take a lead in putting aside specific
amounts/ per cent to create specific purpose catastrophe
reserves. However, the Authority can invoke the provisions
of the Act to stipulate such a requirement. Experts opine that
it may be prudent if 2 per cent of the net premium on an annual
basis is provided to build up the reserve. Together with fiscal
incentives in the hands of the insured/ the creator of the reserve
or both, the scheme would be more meaningful, while
strengthening balance sheets of the insurers.

Reinsurance Advisory Committee

The Authority with the approval of the Government constituted
the Reinsurance Advisory Committee under section 101B of
the Insurance Act, 1938.

The Committee re-constituted in February, 2004 comprises:

(@)
(b)
(c)
(d)

The Committee met on 14th February, 2004 to consider GIC's
request for increasing the maximum limits for obligatory
cessions. The Committee reviewed the results of the statutory
cessions portfolio and noted that although Motor business had
produced losses, the other classes had shown good profits.
The members also took note of the fact that if statutory
cessions were on quota share basis, this would commercially
command better commission terms. The Committee
recommended modifications in the commission terms with
effect from 1st April, 2004. This recommendation was accepted
by the Authority and was implemented.

C.N.S. Shastri — Chairman;

G.V. Rao — Member;

A.N. Poddar — Member (since resigned); and
K.N. Bhandari — Member
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Obligatory cession received by GIC

New obligatory cessions received by the GIC along with
reinsurance and profit commissions are placed at Annex VIII.

iv) Monitoring of investments of the insurers

While recommending opening up of the insurance industry,
the Malhotra Committee had envisaged inter alia that
insurance may serve as an effective instrument for mobilization
of financial resources for development. The insurance sector,
by its business nature attracts long term funds, which are
required to be invested in a manner to ensure asset liability
match and equip the insurers to meet their obligations to their
policyholders, in case of claims. Insurers, particularly, in the
life segment, need to invest with a long term horizon, and are
thus ideally placed to fund the requirements of the
infrastructure sector in the country. The Rakesh Mohan
Committee, while focusing on the infrastructure gaps has also
underlined the need for tapping the insurance funds to meet
the high cost of building up infrastructure within the country.

The regulatory framework for investments by the life and
non-life insurance companies provides for the pattern of
investments, including exposure norms/ prudential guidelines.
The requirements laid down by the Authority address the dual
objective of safety and returns to the insurers combined with
their meeting the socio-economic objectives. The regulations
framed under the Insurance Act, 1938 provide for investments
in government securities, approved securities, approved
investments and in infrastructure and social sectors. The
regulations have laid down the pattern of investment of life
fund; funds relating to pension and general annuity business;
and unit linked life insurance business. In the case of unit
linked life insurance business, every insurer is required to
invest as per the pattern of investment offered to and approved
by the policyholders, with a proviso that total investment in
“other than approved category” shall at no time exceed
25 per cent of the Fund. Prescriptions have also been laid
down on the pattern of investments in the case of non-life
insurers and the re-insurer.

The regulations also require that the insurers carry out all
functions related to insurance business in-house. As
the insurers are in the process of building up in-house
capacities, they have outsourced investment functions.
Noticing this the Authority instructed all insurers to take steps
to ensure that outsourcing of such functions be discontinued
by 31st December, 2004. The Authority has also laid down
the requirement for demarcation of the “front” and “back” office
investment functions of an insurer to ensure that adequate
internal checks and controls are in place. The Investment
Committee of an insurer frames the Investment Policy on an
annual basis and reviews it periodically. The requirements have
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been prescribed to facilitate prudent investment decisions with
adequate checks and balances thereby ensuring Asset Liability
Management.

The Authority has initiated steps towards investment audit on
a periodic basis with a view to monitoring the investment
decisions of the insurers, compliance with the regulations,
prudent investment of the funds and adequate provisioning
on a regular basis. The audits are carried out by chartered
accountants drawn from a panel maintained by the Authority.
An officer of the Authority is also a part of the inspection team.
The inspection audits enable the Authority to make on-site
assessment of the compliance with the regulations and to
initiate corrective action. During the financial year 2003-04,
eleven insurers were subject to on-site investment audit, based
on the issues of concern which arose on scrutiny of the returns
filed by the insurers.

The Authority has also been issuing clarifications/ guidance
notes to the insurers from time to time covering maintenance
of Section 7 deposits, investments in mutual funds and
reconciliation of insurer’s books with those of the Custodian.
In addition, the Investment regulations were amended in
January, 2004 to provide for investments in Collateralized
Borrowing and Lending Operations. Additional disclosure
requirements were laid down and formats were prescribed,
including details of non performing assets and provisions made
against them. The Authority also expanded the list of approved
investments for life and non-life insurers.

As on 31st March, 2004, the funds available with the insurance
industry were Rs.386930 crore as against Rs.290886 crore
in the previous year, i.e., an increase of 33 per cent. While
funds with the life insurers increased by 35 per cent to
Rs.352625 crore, the corresponding increase in the case
of non-life insurers was 13.09 per cent to Rs.34305 crore.
While the funds under the management of LIC increased by
34.76 per cent, in case of the other life insurers, the increase
was 98.37 per cent. As against this, the increase in case
of public sector and private sector non-life insurers was 12.57
and 22.94 per cent, respectively.

In the case of life insurers, Rs.38636.84 crore were held in
Infrastructure and Social sectors, as on 31st March, 2004, as
against Rs.32962.63 crore in the previous year. Of this, in
the case of LIC Rs.38141 crore, i.e. 12.52 per cent of the Life
Fund comprised of investments in Infrastructure and Social
Sector, as against Rs.32624.91 crore, i.e. 14.32 per cent in
the previous year. The private insurers held Rs.495.90 crore,
i.e. 17.26 per cent of their Life Fund in the said sector, as
against Rs.337.73 crore, i.e. 17.34 per cent in the previous
year (Table 21).

The investments of non-life insurers in the Infrastructure and
Social Sector were Rs.3610.36 crore as on 31st March, 2004,



ANNUAL REPORT 2003-04

TABLE 21
INVESTMENTS OF NON-LIFE INSURERS
(Rs Crore)
2004 2003
PUBLIC SECTOR 32454.93 28829.22
PRIVATE SECTOR 1850.29 1505.07
TOTAL 34305.22 30334.30

as against Rs.2739.21 crore a year ago. Investments of the
public sector insurers stood at Rs.3319.45 crore, i.e.
10.23 per cent of their total investment as against
Rs.2553.37 crore i.e. 8.85 per cent in the previous year. The
investments of the private insurers in the said sector stood at
Rs.290.90 crore, i.e. 15.72 per cent of their total investments
as against Rs.185.84 crore, i.e. 12.34 per cent as on
31st March, 2003.

While investments in the Life Fund, ‘Pension and
General Annuity’ (including Group) and Unit Linked Fund
constituted, 88.14; 11.76 and 0.10 per cent respectively as at
31st March, 2003, the composition had changed to 87.15;
12.37 and 0.48 per cent as at 31st March, 2004. The shift is
more pronounced in the case of private insurers, in whose
case the investments held under the Unit Linked Funds
accounted for 31.69 per cent as against 11.07 per cent in the
previous year highlighting the reliance of new insurers on unit
linked products to underwrite new business. As against this,
the Life Fund declined to 61.56 per cent from 82.83 per cent
as at 31st March, 2003. The shift in the case of LIC is towards
the Pension and General Annuity Fund (including Group) at

12.45 per cent as against 11.81 per cent in the previous year.
This shift is also a reflection of the increase in the Group
business in the composition of the new premium underwritten
by the insurer (Table 22).

The Returns submitted by the life and non-life insurers indicate
that they are broadly complying with the investment regulations
as laid down by the Authority. Wherever necessary
clarifications have been sought from the insurers. Further, in
a few instances, the insurers have had difficulty in complying
with the social sector investments due to lack of adequate
avenues for such investment. However, these shortfalls have
been made good by making additional investments under
the infrastructure category. One insurer each in the life and
non-life segments, showed a shortfall in the Infrastructure and
Social sectors and they were asked to make good the shortfall
in the current financial year 2004-05.

v) Health insurance

The opening up of the insurance sector envisaged horizons
for better health coverage for the populace of the country.
While some effort has been made in this direction, the overall
growth in health insurance has belied expectations. While
initiating reforms in the financial sector during the nineties, it
had been contemplated that the insurance sector be opened,
up at least partially, in the areas of pension and health care as
these two areas needed greater focus and attention rather
than other lines of business. While formulating the regulations
regarding registration of insurance companies in India, a
provision was made in the Insurance Act, 1938, that preference
shall be given to register the applicant who agrees to carry on
life or non-life business for providing health cover to individuals

TABLE 22
INVESTMENTS OF LIFE INSURERS: FUND WISE
(Rs Crore)
INSURER LIFE FUND PENSION AND GROUP FUND UNIT TOTAL OF
GENERAL ANNUITY EXCLUDING GROUP LINKED ALL FUNDS
FUND PENSION & FUNDS
ANNUITY
2004 2003 2004 2003 2004  2003* 2004 2003 2004 2003
LIC 304436.88 227700.60 9244.06 30494.39  34068.32 0.00  209.87 565  347959.14  258200.64
(87.49) (88.19) (2.66) (11.81) (9.79) (0.06)  (0.002)
PRIVATE SECTOR 2872.03 1947.92 307.77 143.66 7.15 0.00 1478.43  260.26 4665.38 2351.84
(61.56) (82.83) (6.60) (6.11) (0.15) (31.69) (11.07)
TOTAL 307308.91 229648.52 9551.83 30638.05 34075.47 0.00 1688.31  265.91 352624.52  260552.48
(87.15) (88.14) (2.72) (11.76) (9.66) (0.48) (0.10)

Note: Figures in bracket indicate ratio (in Per cent) to total of all funds
* Included under Pension and General Annuity Fund
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or group of individuals. Despite initiatives by the Authority,
stand alone insurance companies have not shown sufficient
interest in this regard. Further, to ensure health coverage
gets the requisite impetus, a provision was also inserted in
the regulations for protection of policyholders interest indicating
that while riders in general, shall not account for more than
30 per cent of the premium of the basic product, in case of
health related or critical illness riders for term or group
products, the rider can be upto 100 per cent of the premium
under the basic product. The Authority also framed the
regulations to facilitate creation of Third Party Administrators
to act as a link between the insurance company and the insured
on the one hand, and the insurance company and the service
provider on the other.

Achieving an acceptable standard of good health across the
general population of the country is the main objective of the
National Health Policy, 2002 (NHP). Improvement in the health
status of the population is sought to be achieved through
improvement in health services in the country with a special
focus on underserved and underprivileged segments
of the population. Larger investment in health sector is
needed even to maintain the current health situation, as
the technology required for tackling resistant infections and
non-communicable diseases are expensive and result in
escalation of health care costs. The NHP-2002 envisages
increasing public health investment from the current level of
0.9 per cent of GDP to 2 per cent of GDP by 2010.

The Central Government’s expenditure (plan and non-plan)
on health and family welfare was Rs.6846 crore in 2003-04
as against Rs.6075 crore in 2002-03. The Central plan outlay
for health, including Indian system of medicine and
Homeopathy was Rs.1546 crore in 2003-04 as against
Rs.1480 crore in 2002-03. The total expenditure of
Government (both Central and States) on health was
Rs.36,803 crore in 2003-04 (4.5 per cent of total expenditure),
as against Rs.34,358 crore (4.6 per cent) in 2002-03. Health
constitutes 22.5 per cent of the expenditure on social sectors.
The coverage of population, under various health insurance
schemes, is limited to the extent of 15 per cent, including those
covered under the Employees’ State Insurance Scheme
(3.4 lakh beneficiaries), Central Government Health Scheme
(40 lakh beneficiaries) and the Railways Health Scheme
(12 lakh beneficiaries).

The four general insurance companies had collected a
mediclaim premium of Rs.25 crore in 1986, the first year of
the scheme’s operation. The business figures for 2003-04
indicate that the health insurance segment has shown a
healthy 18 per cent growth at Rs.1370.14 crore from
Rs.1160.17 crore in the previous year. This segment is one of
the fastest growing segments next to Motor portfolio. The
public sector non-life insurers accounted for 89.19 per cent of
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the health premium as against 93.37 per cent in the previous
year. In absolute terms the premium underwritten by them
increased to Rs.1222.15 crore from Rs.1083.29 crore in the
previous year, exhibiting a growth of 13 per cent. As against
this, the premium underwritten by the eight private sector
insurers increased to Rs.147.99 crore from Rs.76.88 crore
in the previous year, exhibiting a growth of 92 per cent.
Their market share in the year 2003-04 had increased to
10.81 per cent as against 6.63 per cent in the previous year.

The four public sector companies offer the following variants
of health insurance policies:

1. Mediclaim Policy — for general public
2. Jan Arogya Policy — for economically weaker sections

3.  Community Based Universal Health Insurance Scheme —
group scheme for people below poverty line.

The public sector general insurance companies were
encouraged to design a community-based universal health
insurance scheme during 2003-04. Under this scheme a
premium equivalent to Re.1 per day (or Rs.365 per year) for
an individual, Rs.1.50 per day for a family of five, and
Rs.2 per day for a family of seven are eligible for
reimbursement of medical expenses up to Rs.30,000 towards
hospitalization, a cover for death due to accident of Rs.25,000
and compensation due to loss of earning at the rate of Rs.50
per day up to a maximum of 15 days. To make the scheme
affordable to the below poverty line (BPL) families, the
Government has announced a subsidy of Rs.100 per year
towards their annual premium. Under the Community-based
‘Universal Health Insurance Scheme’ launched by the four
public sector non-life insurance companies in July 2003,
4.17 lakh families involving 11.62 lakh persons have been
covered during 2003-04. In addition, State governments of
Kerala, Delhi, Andhra Pradesh, Madhya Pradesh and Himachal
Pradesh are in the process of launching Community Health
schemes.

The private sector insurers have also launched variants of
mediclaim policy with different nomenclatures, including:

1. Health Insurance (Shield) — The mediclaim policy has
features such as reimbursement of hospitalization even if
itis for a period of less than 24 hours, extension of personal
accident cover, cashless facility, etc.

2. Critical lllness policy — A defined benefit policy under which
the insurer pays the sum assured on the diagnosis of ten
identified critical diseases.

3. Hospital Cash Policy — The insurer pays a fixed amount
upto a pre-determined limit for each day spent in the
hospital, irrespective of the actual amount spent on
treatment.

In addition to the health cover provided by the non-life insurers,
a beginning has been made by the life insurers to provide
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health cover to the policyholders through riders. A range of
products providing comprehensive cover, critical illness cover,
hospitalization, family floater products, and Group Health
Schemes are also available. During 2003-04, one life insurer
launched a product to provide health cover. However, the
insurers are yet to introduce products to meet the needs of all
the segments of the society and to make them cost effective.
Insurance companies need to come forward with new and
tailor-made policies. Customer needs should provide the
impetus to develop dedicated infrastructure to provide health
insurance solutions. This would also require putting in place
risk management solutions.

Various issues which need to be addressed to ensure access
to medical cover to a wider cross section include: coordination
between efforts of various stakeholders, measures aimed at
building confidence among the general public; reduce pressure
on government run hospitals; availability of choices in the form
of comprehensive health packages from the insurers; reduce
probability of rejecting genuine claims; standardization in
treatment of similar diseases; removal of costs of moral
hazards; and build up a comprehensive data warehouse to
facilitate decisions on pricing of insurance products and
hospitalization services.

As things stand today, insurance companies have no interface
with hospital establishments in determining the
reasonableness of charges relative to quality of medical care
provided. There are no benchmarks and no standards for billing
for these services. The cost of health care delivery is passed
on to the policyholder. Owing to the hidden costs in health
care delivery system, without any audit or authentication of
their reasonableness, health insurance comes with a big price
tag. Additionally, there is no mechanism to check these against
established standards, and no benchmarks have been
attempted/ established.

Establishment of a database in the health sector would also
provide access to various stakeholders to critical information
which is currently not available. The system could provide
information about patients with the service providers to ensure
portability. It would also help pharmaceutical companies,
manufacturers of diagnostic equipments, researchers and
others. This would facilitate cost benefit analysis. Due to lack
of data, covers for insurance are narrow in scope. The
insurance coverage of population is scanty, restricted, costly
and poorly administered. Those covered have only an omnibus
policy with no element of risk differentiation. There is no reliable
basis to measure premium cost in relation to specific risk/
occurrences and the policyholders do not have options to meet
their specific requirements.

Further innovations could include allowing life insurers to sell
health insurance; developing standard commission rates;
review of capital requirements for setting up health insurance

39

companies, ensuring the involvement of service providers,
extending insurance cover to the under privileged and assisting
States in developing options to provide insurance to the
population.

Third Party Administrators

The intent of the regulatory framework while introducing the
TPAs was to provide professional inputs to processing of
claims and facilitate the system of cashless services to the
insured. While introducing TPAs, the Authority had envisioned
that with the benefits of cashless services health insurance
could be popularized. In addition, with the onus of service
shifting from the insurer to the service provider, access to
health services should become much easier — thereby
spreading health insurance.

Various services provided by the TPAs include enrolment,
claims administration, call center services and access to
provider networks that allow administration of health insurance
products. The facilities also enable the insured to access
hospitals, diagnostic centers, physicians and other health
service providers. As on 31st March, 2004, 24 TPAs have been
granted registration by the Authority, of which 12 are active in
the business, six of them are stabilizing their operations, while
the rest (six) have yet to commence their operations. Based
on the availability of infrastructure with the TPAs, insurers have
allocated the portfolio to them.

The growth of this particular line of business is hampered due
to multiple complaints about servicing the insured, including
repudiation of claims due to conditions/exclusions in the policy;
non-settlement of claim/delay in settlement of claim;
cancellation of policy without giving any notice; settlement of
claim for lesser amount; refusal to renew policy in case of
adverse claims experience; non-issue of list of hospitals;
improper guidance by 24 hour help lines; inaccessibility of
toll-free numbers; non-receipt of settlement cheques within

TABLE 23

THIRD PARTY ADMINISTRATORS
CLAIMS DATA : 2003-04

Claims Claims settled
received Within 1~ Within 1-3 Within 3-6  More than
month months months 6 months
474939 254823 120846 39975 9160
(53.65) (25.44) (8.42) (2.93)
Note:
1) Analysis based on claims data furnished by the TPAs.
2) No. of claims settled includes those outstanding as on
1st April, 2003.
3) Figuresin brackets indicate the ratio (in Per cent) of claims settled

to the total claims received.
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the stipulated time; non-receipt of photo identity cards; wrong
insertion of photos/names in the identity cards; loading at the
time of renewals (whether claim/no claim); and hike in premium
for introduction of TPAs.

The functioning of TPAs has shown a number of areas of
concern which need to be addressed. These include the
administrative and conceptual problems, lack of awareness
about the various facilities and their utilization, over or under
utilization of the capacity of TPAs, inadequacy of the physical
presence of TPAs and service providers/hospitals, etc.
Simultaneously, there is a lack of appreciation of the role of
TPAs vis-a-vis health insurance. Analysis has also not been
carried out to assess the costs involved in the administration
of TPA services and the remuneration/fees to be charged by
TPAs from the insurance companies. With data availability
these concerns are likely to be tackled so as to provide services
at remunerative costs.

Another area is creation and maintenance of database in the
health insurance industry. In the absence of data insurers
service providers and facilitators are handicapped in
standardization of rates and services. The Authority is actively
examining various ways and means for creation of such a
database which would serve the dual purpose of both
monitoring claims as also enable pricing of the health insurance
products. The Health Group and its sub-groups set up by the
Authority, are examining various aspects related to building
up a data warehouse. The initiatives taken in this regard are
discussed in Part-11 of this Report.

The regulatory framework for licensing of TPAs provides
for issue of license for a period of three years. The first set
of licenses issued in 2001-02 are coming up for renewal in
2004-05. While considering renewal, the Authority would be
reviewing the performance of the TPAs. Simultaneously, it is
proposed to examine the regulations for putting in place a
framework which would facilitate development of this
intermediary to provide the necessary thrust to promote health
insurance.

The regulations require that each Third Party Administrator
shall furnish in Form TPA- 4(7) the analysis of claims on a
financial year basis. An analysis indicated that 4,74,939 claims
were received during the year 2003-04 of which 2,54,823 were
settled within one month and another 1,20,846 in a period of
three months. Thus 79.09 per cent of the claims were settled
with in a period of three months. While some TPAs have
established speedy systems for settlement of claims, others
are lagging behind. Paramount Health Services Pvt. Ltd.,
handled 1,50,338 claims forming 32 per cent of the total claims
of all the TPAs during 2003-04. Family Health Plan and
TTK Health Care Services received 78,055 (16.43 per cent)
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and 59,732 (12.58 per cent) claims respectively. The company
wise details of the claims settled by the TPAs are at
Statement 37.

vi) Specified percentage of business to be done
in the rural and social sector

All insurers are required to fulfill their obligations towards the
rural and social sectors on an annual basis, as provided in
the regulations framed by the Authority. Regulations were
framed by the Authority on the obligations of the insurers
towards the rural and social sectors. It would be recalled, that
amendments to the regulations were notified by the Authority
in October, 2002. Under the amendments, the term “rural
sector” has been redefined, and “agricultural pursuits”, were
elaborated. The amendments also dwell on the “informal
sector”. Simultaneously, the obligations for life insurers
towards the rural sector were raised. The amendments came
into effect from 2002-03. The regulations require insurers to
underwrite business based on the year of commencement of
their operations. The regulations further provide that in case
the first financial year of the insurer is less than 12 months,
proportionate percentage or number of lives, as the case may
be, shall be underwritten. In addition, the existing public sector
insurance companies are required to ensure that the quantum
of insurance business underwritten by them shall not be less
than what has been recorded in 2001-02.

Obligations of life insurers

All the twelve insurers who commenced life insurance
operations during the last four years have met their rural sector
obligations. The number of policies underwritten by them in
the rural sector as a per cent of the total policies underwritten
in the year was as per obligations applicable to them. As
regards social sector obligations, excepting TATAAIG and Om
Kotak, all insurers complied with the obligations specified.
Metlife, who was unable to comply with the social sector
obligations in the year 2002-03, had given an undertaking that
while complying with the obligations for the year 2003-04 the
shortfall of the previous year would also be made good.
Compliance of the same was ensured during 2003-04.

In the case of LIC the business underwritten in the rural sector
for the year should not fall below the th quantum of insurance
business achieved in the year 2001-02. The insurer complied
with its obligations towards the rural sector. In addition, the
number of lives covered by the insurer in the social sector
was more than those covered in the year 2001-02. LIC has
been extending coverage to economically weaker sections of
the society through its various social security group schemes
targeting masses and non conventional groups in the
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unorganized sector. Insurance coverage is also provided to
the underprivileged through a separate fund created by the
Government. Subsidies for the insurance cover are provided
for power loom workers, handicraft artisans and hand loom
weavers. Subsidies are also provided to the Aanganwadi
workers/helpers and unorganized labour. Under the Shiksha
Sahayog Yojana, scholarships are offered to children whose
parents are covered under the Janashree Bima Yojana.

Overall, all life insurers have met their obligations towards the
rural sector, however there was a shortfall in number of lives
covered in the social sector in respect of two insurers.

Obligations of non-life insurers

Amongst the eight private sector non-life insurers who entered
the insurance industry during the last four years, seven have
met their rural and social sector obligations. One of these
insurers, i.e., Cholamandalam who had commenced
operations in 2002-03 had been unable to comply with the
rural and social sector obligations in the said year and while
meeting its obligations for 2003-04 also made good the shortfall
of the previous year as per the directive of the Authority. HDFC
Chubb for whom 2003-04 was the first full year of operations,
failed to comply with the rural and social sector obligations for
second consecutive year. Clarification has been sought from
the insurer for non-compliance of the obligations.

Amongst the public sector non-life insurers, while the four
insurers complied with the rural sector obligations for the year
2003-04, in case of two insurers there was a shortfall in
compliance with the social sector obligations. The number of
lives covered by these insurers was less than those covered
in the year 2001-02, which is the benchmark year for the
non-life public sector insurers. One of these insurers has
indicated that the data furnished for the year 2001-02 was
inaccurate and that the actual number of lives covered in the
said year was less. According to the insurer, as per the revised
data compliance with the social sector obligations has been
ensured. The other insurer, who had a shortfall in compliance
with the social sector obligations, maintains that the data for
the year 2001-02 was product based, and as such the same
is not comparable with the number of lives covered in the year
2003-04. The Authority is examining the explanations furnished
by the two insurers. The public sector insurers have also
covered lives under the Universal Health Insurance scheme
of the Government of India which was launched in the financial
year 2003-04.

Underwriting rural and social sector business include
implementation of a long term strategy to penetrate rural
markets by adopting a two pronged strategy which includes
education orientation and focusing on products to cater to
villagers’ specific requirements. The efforts are aimed at
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building sustainable business models to cater to the
requirements of the rural and social sectors. Ultimately, the
insurers have to penetrate these segments in order to convert
their obligations into a sustainable business opportunity. The
efforts need to be aimed at launching simple and affordable
insurance covers.

While covering lives in the social sector, insurers have been
interacting with NGOs, self help groups and regional rural
banks. Companies like IFFCO-TOKIO have marketed their
products through state cooperative banks and other national
and State level co-operatives of dairy owners, cotton growers
and sugar cooperatives. For the second consecutive year, the
insurer’s efforts were a land mark in underwriting business in
the social sector, far exceeding the obligations laid down by
the Authority. The insurer covered 8.20 lakh lives in 2003-04.

Recognizing the need for insurers to adjust their costs of
serving marginal clients in remote areas, collecting premiums
and installments, and offering services at the door step, the
Authority has circulated a Concept Paper on micro-insurance
for comments. For the insurers to undertake their obligations
towards rural and social sectors in a meaningful way it is critical
to develop a network of intermediaries in these sectors to
guide and supervise micro-insurance service providers and
their customers. The Authority expects that introduction of
micro-insurance should pave way for the insurance sector to
contribute in increasing insurance penetration in a meaningful
way. Meantime, the new insurers have also shown interest in
launching comprehensive policies to cover risks of crop, assets
and live stocks of the rural poor at affordable costs.

Appreciating the difficulties expressed by the insurers in
identifying the places or areas classified as ‘rural’, the Authority
amended the regulations pertaining to obligations of insurers
to the rural and social sectors. The amendment, effective
financial year 2004-05, has classified rural areas to include
those which have been so classified while conducting the latest
decennial population census (Census of India).

vii) Pensions

The objectives behind introduction of pension reforms in the
country include ensuring — provision of adequate affordable
and sustainable benefits to the workforce; establish a link
between contributions and benefits; enhance coverage of and
access to pension plans; facilitate favourable investment
climate; establish a system of fair, free and equitable
disclosures to customers; ensure financial viability of all
stakeholders involved in the pension system and provide a
legislative framework to build trust between the contributors,
users and beneficiaries of the system.

The Government of India approved in August, 2003 a proposal
to introduce a new restructured ‘defined contribution pension
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system’ for the new entrants to the central government service,
except for those in the armed services, in the first stage,
replacing the existing system of defined pension. The new
system is available, on a voluntary basis, to all persons
including the self-employed professionals and others in the
unorganized sector. However, programmes under the
Employee Provident Fund Organization (EPFO) and other
special provident funds would continue to be operated as per
the existing system under the Employee Provident Fund and
Miscellaneous Provisions Act, 1952 and other special Acts
governing those funds. Pending the enactment of a
comprehensive legislation on pensions, the Government of
India, constituted the Interim Pension Fund Regulatory and
Development Authority (PFRDA) under the overall
administrative control of the Ministry of Finance. The PFRDA
will regulate and develop the pension market. It shall develop
its own funding stream based on user charges, and shall
perform all such functions as are necessary to enable it to
effectively regulate, promote and ensure the orderly growth
of the pension market. The interim body would propose
comprehensive legislation for the regulation of the pension
market.

Given the complex and long term nature of the pension
business, the mechanism to protect the interests of the
consumers acquires further significance. It is critical to put in
place systems to (i) provide for universal access in a phased
manner and (ii) ensure provision of at least some minimum
standards. Given that around 90 per cent of India’s workforce
falls in the unorganized sector, the challenges are many which
need to be addressed in a time bound manner.

With the declining rate of fertility and increasing life expectancy,
it is expected that by the year 2050, globally, the nhumber of
persons above 60 years would more than triple and of those
above age 80 more than five fold. Such a scenario poses
challenges to providing pension and other long term benefits.
With the increase in elderly dependency ratio, innovative
products need to be introduced to provide long term care.

Across the globe, countries provide social security benefits to
their residents in remarkably diverse ways reflecting
differences in their levels of economic and social development
and historical experience. Tax systems are also in place in
many countries to encourage participation in the pension plans.
In the Indian context, evolution of a reasonable pension system
to cover all sections of the economy is critical. As a first step,
the Government has announced a pension plan for the new
entrants to Central government services.

The existing life insurers are offering a range of pension
products, which are based on their experience of
“administrative and commission” costs; claims experience; and
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other actuarial inputs. These insurers are repositories of
valuable database and have studied the morbidity and mortality
of the Indian populace. These experiences can be drawn upon
to design, price and market various pension products, and to
put in place a framework for the tax incentives necessary to
develop the pension market.

viii) Accounting and Actuarial Standards
I) Accounting Standards

The Authority had issued Regulations for Preparation of
Financial Statements and Auditor’'s Report of insurance
companies in the year 2000. Incorporating various
clarifications issued on the same from time to time, the
regulations were modified in March, 2002. The regulations
broadly conform to the Accounting Standards (AS) issued by
the Institute of Chartered Accountants of India (ICAI).
Modifications have been made in respect of the accounting
standards pertaining to preparation of Cash Flow Statement
(AS - 3) which is required to be furnished to the Authority only
under the direct method. The requirements under Segment
Reporting (AS - 17) have been made more stringent for the
insurers. The regulations further require that the financial
statements shall be accompanied by the Management Report,
in a prescribed format, duly certified by the management. The
Responsibility Statement, as required under section 217(2AA)
of the Companies Act, 1956 as part of corporate governance,
also forms part of the Management Report. The Authority has
also prescribed a format for the Auditors’ Report, and requires
accounts to be jointly audited by two auditors. Further, the
auditors appointed by the insurers have to be drawn from the
panel maintained at the Authority.

The insurers have, from time to time, raised issues for
clarification on the preparation of financial statements. Based
on interaction with the insurers and various experts in the field
of Accounting and Actuarial aspects, clarifications have been
issued by the Authority on disclosures pertaining to related
party transactions; maintenance of separate Investment
accounts for the shareholders and the policyholders, etc. The
Authority has also prescribed summary format of financial
statements as a part of the annual accounts. The summary is
required to be furnished for a period of five years along with
the prescribed ratios.

Provision for premium deficiency is another aspect on which
clarity was required. As a step towards this, an informal Group
was constituted to consider various issues pertaining to
computation of premium deficiency. The regulations stipulate
that premium deficiency shall be recognized if the sum of
expected claim costs, related expenses and maintenance
costs exceeds the related Reserve for Unexpired Risks. The
other issues examined were actuarial valuation of liabilities
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exceeding four years; and the format of Receipts and
Payments Account required to be furnished by the non-life
insurers. Based on the discussions and consensus reached,
clarifications were issued to non-life insurers to make provision
for premium deficiency; actuarial valuation of liabilities
exceeding four years; and a format of Receipts and Payments
Account has been prescribed.

With the insurance companies completing over three years of
operations and market conditions constantly evolving, it was
felt that there was a need to re-visit a number of provisions
contained in the Regulations for preparation of financial
statements. Accordingly, the Committee, which was formed in
May, 1999 was re-constituted as a two member Committee
comprising:

1. T.S. Vishwanath, FCA, New Delhi; and

2. Asish Bhattacharyya, IIM, Kolkata.

The Committee looks into various issues which arise from time
to time on matters pertaining to the regulations on preparation
of financial statements. Some of the issues which have been
examined/are under active consideration of the Committee
include (i) norms for recognition of income, provisioning and
asset classification for insurance companies; (ii) requirement
of quarterly/half yearly reporting by the insurers and the
proforma in which such reports are required to be submitted
by the insurers; (iii) investment in derivatives including the
accounting aspects; and (iv) accounting and disclosure issues
relating to Alternate Risk Transfer (ART) agreements being
entered into by non-life insurers.

Officials of the Authority were also associated with the Study
Group formed by the ICAI to bring out Guidance Notes on
audit of companies carrying on general or life insurance
business. During the financial year, the Authority, jointly with
the ICAI, considered important issues and shared views and
ideas on audit and other related subjects in the insurance
industry at the macro level.

The Institute of Chartered Accountants of India (ICAI) in
consultation with the Authority constituted a study group to
examine introduction of Long Form Audit Report (LFAR) for
insurance companies. The Group comprises of representatives
from the Institute, the insurance industry and the Authority.
The Study Group is examining development of LFAR on the
pattern of banks to deal with internal control systems and
procedures covering different aspects of insurance companies
at branch and head office levels. The draft of the LFAR is
proposed to be circulated to the insurance companies prior to
its finalization.

In another initiative, the Committee on Insurance of the ICAI
is finalizing the Guidance Note on ‘Inspection of Investment
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Functions of Insurance Companies’. The Institute would issue
a “technical guide” in the first instance for comments. The
Note would be considered for issue as a Guidance Note after
incorporating the suggestions. The documentation relating to
inspection of the investment functions of insurance companies
has been developed with inputs from experts in the insurance
sector. The exercise has been initiated with a view to ensuring
that the Guidance Note serves as a ready reckoner for
Inspection/Audit teams, while carrying on Investment Audits.

With the requirements for disclosure in the financial statements
becoming more stringent across the globe, the Indian industry
should also prepare for higher level of disclosure. The
regulatory framework provides for standards, disclosures and
transparency. The role of the auditors is also becoming more
demanding as the custodians to prevent fraud and to comment
on the prudential management practices. The Council of the
ICAI has set up the Peer Review Board to introduce peer
review in select industries, insurance being one of them. Peer
review aims at checking the accuracy of the audit work, and
to examine that the technical issues and the statutory
requirements have been complied with. It is proposed that in
the first phase, 987 practice units will be reviewed under the
peer review process over a period of three years. The Central
Statutory Auditors of insurers are also being covered in
Stage-l. The objective behind various initiatives is to ensure
that the financial statements reflect the financial health of the
insurance company to the investor who wants to invest in it as
a shareholder, or the prospective policyholder who expects
that the insurer would be in a position to honour the claims
when they arise, to make informed decisions. For the regulator,
the financial statements facilitate the process of off-site
inspection, confirming that the internal controls and processes
are in place and the insurer is complying with various regulatory
requirements to maintain its solvency at all times.

Il (&) Appointed Actuary System

The Authority introduced the system of Appointed Actuary (AA)
in the year 2000. The regulatory framework lays down that no
insurer can transact life insurance business in India without
an Appointed Actuary. While in the case of life insurers, an AA
must be a full time employee, in the case of non-life insurers,
AA need not necessarily be an employee of the company, but
could be a consultant. Every AA has certain privileges and
obligations which have been specified in the regulations.

During 2003-04, the Authority notified the “Qualification of
Actuary” Regulations, defining an actuary for the purposes of
the Insurance Act, 1938. The regulations while laying down
the qualification of an actuary, further provide that the Authority
may relax the provisions in such circumstances as it deems fit
and may permit such a person to sign as an Actuary for
specified purposes.



ANNUAL REPORT 2003-04

Box Item No.3

CORPORATE GOVERNANCE

The multi-disciplinary Working Group® on Enhanced Disclosure while examining the need for improving the public disclosure
practices of financial intermediaries, put forward three broad recommendations: (i) a specific set of disclosures that should be
provided by financial intermediaries that incur a material level of the relevant risks through periodic reports to their shareholders,
creditors and counterparties; (i) identification of other disclosures which could be informative but with respect to which further
investigation is necessary of their costs and benefits or precisely how they should be made; and (iii) identification of certain
areas where quantitative information will fill the gap in disclosures.

Objectives of disclosure

The Working Group while giving its recommendations reiterated the need for extensive disclosures, stating that these “can
increase market discipline and may increase the stability of the financial system and lead to an improved allocation of capital
and other resources. Greater transparency can allow participants in the financial system to make more informed judgments
about risks and returns and to place new information in proper context. More generally, with greater transparency there may
be fewer tendencies for markets to place emphasis on positive or negative news and in this way, volatility in the financial
markets and an important source of fragility can be reduced.”

The Working Group’s conclusions had three general themes: first, a healthy balance is necessary between quantitative and
qualitative disclosures; second, intermediaries’ disclosure should be consistent with how they assess and manage their risks;
and third, intra-period information is necessary for a more complete view of an institution’s exposure to risks.

The IAIS Task Force on Enhanced Disclosure approved the Guidance Note on Public Disclosures by Insurers in
January, 2002. Public disclosure of reliable and timely information facilitates the understanding by prospective and existing
policyholders and other market participants of the financial position of insurers and the risks to which they are exposed.
Supervisors are concerned with maintaining efficient, safe, fair and stable insurance markets for the benefit and protection of
policyholders. Risk disclosure is critical in the operation of a sound market. When provided with appropriate information that
allows them to assess an insurer’s activities and the risks inherent in those activities, markets can respond efficiently, rewarding
those companies which manage risk effectively and penalizing those that do not. This is often referred to as Market Discipline,
and it acts as an adjunct to supervision.

Corporate Governance (CG) encompasses the processes, structures, information and relationships used for directing and
overseeing the management of the institution in the best interest of the institution and the key stakeholders that have a
significant interest in the on-going viability of the company. CG is a complex interweaving of legislation, regulation, business
practices, institutions, cultures and social values. Good governance is the means of ensuring that there is adequate control
over objectives, strategies, controls and operations within the company. In addition, factors such as business ethics and
corporate awareness of the environmental and societal interests of the communities in which a company operates can also
have an impact on its reputation and on its long term success.

Two elements of CG which make it an important part of effective insurance supervision are: (i) effective CG can improve the
confidence that investors have in a company and therefore strengthen the access that a company enjoys to capital, and other
forms of financing, as and when it might be required; and (ii) effective CG strengthens the controls within a company to
ensure that the strategies adopted and decisions made by the Board, acting on behalf of the stakeholders, are effectively
implemented. Effective CG allows the supervisor to rely on the work performed by the Board of directors and senior management
and in doing so allows the supervisory process to operate more efficiently and effectively than it would in the absence of such
a relationship. This reliance relationship, however, needs a review from time to time to ensure that it is well founded.

Both the capital market regulators and the insurance supervisors are interested that companies adopt CG practices. In case
of the capital market regulators it is to ensure that the interests of the investors are protected. In respect of insurance
supervisors, the interest in good CG practices stems not just from the need to protect the rights and interests of the shareholders.
It is the money that the investors have tied up in a company that forms at least a part of its capital base that the supervisors
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are relying on to protect the rights of the policyholders in the event that the company fails. Insurance supervisors are
interested in having insurance enterprises that are well managed, that treat their customers fairly, that are in compliance with
the legislation and other requirements, and are well managed by competent ethical individuals.

In many insurance companies, there is more policyholders’ money than the shareholders’ money — the size of the policy and
claims liabilities (and provisions or reserves) exceed the amount of assets held in respect of shares and other capital instruments
that the company has issued. The investor while making a decision to invest in the insurance company is aware of the risks.
Policyholders, on the other hand, are unaware of the risks — rather they seek the services of the insurance company to relieve
their unwanted risk exposure. While, both the shareholders and the policyholders have a common interest in the company
being run in a prudential, profitable and sound manner, board decisions which may benefit the shareholders may not necessarily
benefit the policyholders, and vice versa. This is where the role of the supervisor in implementing CG acquires greater
complexity.

CG forms one of the corner stones of the IAIS (International Association of Insurance Supervisors) core principles (ICPs).
While ICP 9 focuses on Corporate Governance, the other ICPs which cover various aspects relating to CG are:

Suitability of Persons (ICP-7);

Changes in Controls & Portfolio Transfers (ICP-8);

Internal Controls (ICP-10);

On site Inspections (ICP-13);

Risk Assessment & Risk Management (ICP-18); and

Information, disclosure and transparency towards the market (ICP-26).

@ u s whkE

The principle of CG is linked to the Core Principle on Suitability of Persons (ICP-7). The ICP provides, “The significant
owners, board members, senior management, auditors and actuaries of an insurer are fit and proper to fulfill their roles. This
requires that they possess the appropriate integrity, competency, experience and qualifications”.

ICP-9 defines the CG framework as one which recognizes and protects the rights of all interested parties. The supervisory
authority requires compliance with all applicable corporate governance standards.

The core principle of CG rests on another premise, which is set out in ICP-10, viz., Internal Controls. Internal controls
represent a very important tool that boards have to ensure that their decisions are implemented. Once in place, internal
controls become a very powerful tool for the supervisor.

The ICP-18 embodies the principle of Risk Assessment and Management. A critical component of CG is the ability of insurers
to recognize the range of risks that they face, and to assess and manage those risks effectively. Effective and prudent risk
management systems appropriate to the complexity, size and nature of the insurer’s business must exist, and the insurer
should establish appropriate tolerance levels to risk.

The fundamental of CG is dissemination of information to all the stakeholders, and this finds a cornerstone in ICP—26 pertaining
to Information, Disclosure and Transparency towards the market, and ICP—12 on Reporting to Supervisors and Off-site
Monitoring. For information to be useful, it must be timely, accurate, complete and relevant. Insurers must disclose relevant
information on timely basis in order to give the stakeholders a clear view of their business activities and financial position and
to facilitate understanding of the risks to which they are exposed.

The Indian context

The focus has shifted to CG time and again on account of repeat emergence of financial crises across the globe, as well as
frequent instances of financial reporting failures. In competitive markets, CG is a reflection of market disciplines, and forms
the cornerstone for efficient allocation of resources. CG enables managements to take decisions, while at the same time
being accountable for the decisions taken.

Securities & Exchange Board of India (SEBI) appointed the Committee on Corporate Governance in May, 1999 under the
Chairmanship of Kumar Mangalam Birla, to promote and raise the standards of Corporate Governance, in the particular
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context of companies listed on the stock exchanges. The terms of reference of the Committee included (i) to suggest measures
to improve CG in the listed companies, in areas such as continuous disclosure of material information, both financial and non-
financial, manner and frequency of such disclosures, and the responsibilities of independent and outside directors; (ii) to draft
a code of corporate best practices; and (iii) to suggest safeguards to be instituted to deal with insider information and insider
trading.

Based on the recommendations of the Birla Committee, SEBI laid down requirements on CG for listed entities in
February, 2000. However, certain entities including public and private sector banks, financial institutions, insurance companies
and those incorporated under a separate statute were exempted from the requirements. Subsequently, the requirements of
SEBI were forwarded to Reserve Bank of India (RBI) to consider issuing appropriate guidelines to banks and financial
institutions so as to ensure that all listed companies followed the same standards of CG. While a number of recommendations
already stood implemented, with a view to further improving the CG standards in banks, additional measures were recommended
for implementation by banks. These measures included constitution of a Committee to look into the complaints of shareholders
and half yearly disclosure of un-audited results. The RBI also recommended compliance with the requirements of the provisions
of clause 49 of the Listing Agreement in June, 2002.

The Standing Committee on International Financial Standards and Codes, Reserve Bank of India constituted the Advisory
Group on Corporate Governance to study the status of applicability and relevance and compliance of international standards
and codes of industrialized and emerging countries and suggest measures/ recommendations for achieving the best practices
in India. The Group while submitting its Report in March, 2001, drew attention to the Organization for Economic Cooperation
and Development (OECD) principles, the models of corporate governance in various countries - U.S., U.K., East Asia and
Europe, and the status in India. The Group covered the mechanism in India with reference to (i) the private corporate sector,
(i) banks and the development financial institutions, and (iii) Central and State public sector enterprises set up under the
Companies Act, 1956. Comparisons were also drawn with Bank for International Settlement (BIS) principles. The Report
submitted that it was essential to bring reforms quickly so as to make boards of corporates/banks/financial institutions/public
sector enterprises more professional and truly autonomous. The first important step to improve governance mechanism in
public sector units was to transfer the actual governance functions to the boards from the concerned administrative ministries
and also strengthen the boards by streamlining the appointment process of directors. Further, there was a need for public
sector banks to maintain a high degree of transparency in regard to disclosure of information. The recommendations covered
areas of responsibilities of the board to stakeholders/ shareholders, selection procedures for appointment of directors of the
board, size and composition of the board, committees to be appointed by the board for corporate governance, disclosure and
transparency standards, role of shareholders and role of auditors.

In August, 2002, the Department of Company Affairs (DCA) under the Ministry of Finance and Company Affairs appointed the
Naresh Chandra Committee to examine the various CG issues including appointment of the auditor and his independence;
determination of audit fees; measures to ensure that the managements and companies present “true and fair” financial
statements and certification of the same by the management and the directors; the necessity to have a transparent system of
random scrutiny of the audited accounts; adequacy of regulations for oversight of statutory functionaries; and the role of
independent directors.

SEBI appointed the N.R. Narayana Murthy Committee in February, 2003 to evaluate the adequacy of existing CG practices
and to further improve upon them. The Committee was in line with the Board’s belief that efforts to improve CG standards in
India must continue. The Committee focused on such issues as audit committees and reports, independent directors, related
parties, risk management, directors and their compensation, code of conduct and financial disclosure. The Committee’s
recommendations were based on such parameters as fairness, accountability, transparency, ease of implementation, verifiability
and enforceability.

Prior to these initiatives, in 1996, the CII had taken the first institutional initiative to develop and promote a code of conduct for
the Indian industry. The initiative was in response to concerns regarding promotion of investor interest, particularly, small
investor’s interest; promotion of transparency within business and industry; need to move towards international standards in
terms of disclosure of information by the corporate sector; and to develop a high level of public confidence in Indian industry.
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The Companies Act, 1956

The requirements relating to corporate governance are enshrined in the Companies Act, 1956 and the Rules framed there
under. The various aspects covered include appointment, remuneration and removal of directors, their duties and
responsibilities, liabilities and rights of directors, minimum number of directors, loans to directors, their qualifications and
disqualifications, disclosure of directors’ interest; provisions relating to directors’ relatives, manner of conduct of the Board
meetings, qualifications, powers and duties of auditors, constitution of and the role of the Audit Committee, and disclosures
pertaining to related party transactions. Comprehensive provisions relating to disclosures to form part of the Annual Report
include the state of affairs of the company, changes in business, particulars of employees and their remuneration, details of
sweat equity, buy-back of shares, preferential allotments, audit committees, composition of the Board, disclosures on
consolidated accounts and the directors’ responsibilities.

Requirements under Clause 49 of the Listing Agreement

All companies listed on the stock exchanges are required to comply with the CG requirements as laid down in Clause 49 of
the listing agreement. The Clause provides for the composition of the board of directors, meetings of the board, remuneration
of the directors; composition of the Audit Committee, its responsibilities and the manner of conduct of its meetings; disclosure
of interests of the management; and Management Discussion & Analysis Report (MDAR); Report on CG to form part of the
Annual Report — covering both mandatory and non-mandatory aspects; and Compliance Certificate from the statutory auditors
on compliance with Clause 49 to form part of the Directors’ Report.

CG requirements to be complied with by all insurers

All insurers are required to ensure compliance on corporate governance as per the provisions of the Companies Act, 1956. In
addition, the insurers have to comply with the requirements of the Insurance Act, 1938 and the regulations framed there
under. The various requirements stipulated by the Authority to ensure good governance in the management of affairs of the
insurers and transparency in their operations, cover such aspects as internal controls and processes; constitution of Investment
Committee, its duties and responsibilities; appointment of managerial personnel to meet the “fit and proper” criteria subject to
prior approval of the Authority; disclosure on payments made to individuals, firm, companies and organizations in which
directors are interested; stipulation on appointment of joint auditors, their qualifications and rotation of auditors, Format of the
Audit Report; defined role of Appointed Actuary; representation of the policyholders on the Board; provisions against commonality
of interest through presence of similar directors in two insurance companies; amongst others. The various Accounting Standards
framed by the Institute of Chartered Accountants of India facilitate conformity with the accounting principles and disclosure of
specified information to ensure transparency in operations.

Areview of the financial statements furnished by the insurers reveals certain aspects of their functioning. There were instances
of the auditors drawing attention to such aspects as lack of controls, inadequacies in the functioning of the audit committees,
and inadequacy of IT systems. Absence of these effects the risk management systems put in place by the insurers. Higher
expenses towards related parties, and contracts being executed through related parties, appointment of managerial personnel
and underwriting premium for group companies were also noticed. From the regulatory perspective, there is also a need for
disclosures at periodic intervals.

While all regulatory stipulations may be in place, ultimately CG is related to imbibing the culture of transparency and fair play
within an organization, which cannot come through any impositions but has to percolate down to the lowest rungs through
involvement of all people at all levels. Checks and controls need to be in place to ensure that conflicts of interest and
deviations are brought out and rectified. To the extent that such mechanisms are in place, the regulator can rely on the
information furnished by the insurers and apply the rule of ‘Management by Exception’. Efficiency needs to be achieved
through minimizing regulatory prescriptions and maximizing voluntary codes. While SROs can play a significant role in this
regard, the Authority is also contemplating framing regulations to cover various aspects of corporate governance.

t Jointly sponsored by Basel Committee on Banking Supervision, Committee on Global Financial System of the G-10 Central Banks,
International Association of Insurance Supervisors and the International Organization of Securities Commissions.
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The powers and duties of an Appointed Actuary are laid down
by the Authority in the regulations pertaining to their
appointments which include the right to attend all management
and board meetings; right to participate in discussions;
rendering actuarial advice to the management particularly on
product design and pricing, contract wording, investments and
reinsurance; ensure maintenance of required solvency margin
of the insurer at all times; certifying the value of assets and
liabilities of the insurer; drawing the attention of management
towards such matters as may prejudice the interests of
policyholders; certifying the “Actuarial Report and Abstract”
and other returns under Section 13 of the Insurance Act, 1938;
complying with Section 40-B of the Act in regard to the basis
of premium; complying with Section 112 of the Act on
recommendation of interim bonus/bonuses payable; making
available requisite records for conducting the valuation;
ensuring that the premium rates of the insurance products
are fair; certifying that mathematical reserves are set taking
into account the Guidance Note (GN) of the Actuarial Society
of India; ensuring that the Policyholders’ Reasonable
Expectations (PRE) have been considered in the matter of
valuation of liabilities and distribution of surplus to participating
policyholders; submit actuarial advice in the interests of the
insurance industry and the policyholders; and informing the
Authority if the insurer has contravened the provisions of the
Act.

In case of a non-life insurer, the AA is required to certify the
rates for in-house non-tariff products and Incurred But Not
Reported (IBNR) Reserves which are indicated under
“Outstanding Claims” in the financial statements.

The growth of the insurance industry coupled with the entry of
private insurers in the last four years, has augured well for the
actuarial profession. The developments in the profession signal
evolution in the system of appointed actuaries seeking their
rightful place in the corporate environment. The profession is
expected to make significant contributions in terms of actuarial
inputs in life and general insurance business and risk
management and pensions. Actuaries are concerned with
the assessment of financial and other risks relating to various
contingent events and for scientific valuation of financial
products in insurance, retirement and other benefits,
investment and other related areas.

Peer Review

A major development in the profession of actuaries pertains
to peer review. Professionals in the industry have been veering
around the view that peer review could result in improving the
quality of actuarial services. World over, peer review has
provided comfort levels to the regulators as to the quality of
actuarial work, as the regulators are obsessed with the
protection of interests of the policyholders.
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Review Committee

The Authority has considered it prudent to have a professional
panel to review the statutory reports submitted by the
Appointed Actuaries to the Authority. This initiative has been
welcomed by the profession. As a first step in this direction,
the Authority constituted a Review Committee of Actuaries in
year 2002, comprising:

1. N.K.Shinkar — Consultant Actuary;
2. K.P.Narasimhan — Past President of ASI;
3. P.A.Balasubramanian — Member (Actuary)

The Committee reviews the statutory returns of the insurers
and examines the functions of the AA in the backdrop of the
requirements of the regulations.

The efforts of the Committee have enabled the Authority to
understand the effectiveness of the functioning of Appointed
Actuary (AA) system in the Industry in the context of high
growth of business and introduction of innovative insurance
products with varying dimension of risk for Insurers requiring
appropriate risk management practices. The Committee has
focused on AA's compliance to the provisions of IRDA (Asset,
Liability and Solvency Margins of Insurers) Regulations 2000
and IRDA (Actuarial Report and Abstract) Regulations 2000.
The Committee has reported overall improvement in the quality
of Actuarial Report and Abstract and in adherence to the
provisions of related regulations while observing that in the
details presented there were, in some cases, issues like
inadequate understanding and explanation of certain
requirements such as margin for adverse deviation in the
valuation assumptions, provision for expenses overrun in the
initial years, reserve for likely revival of lapsed policies,
inconsistency of data and reconciliation between different
forms of the returns as also between Actuarial Report and
Account statements, taking actuarial liability without netting
of reinsurance ceded and reporting format inadequacies.
The validity of the valuation results, however, was not
significantly affected as a result of the inadequacies cited
above.

The observations of the Committee relating to Actuarial Report
and Abstract are discussed with the AAs of respective insurers
and deficiencies pointed out by the Committee are required
to be corrected through revised filing, wherever required.

Institute of Actuaries Bill

The Actuarial Society of India (ASI) was formed for
advancement of the actuarial profession in India, providing
opportunities for interaction among members of the profession,
facilitating research, arranging lectures on relevant subjects,
presenting and discussing papers, providing facilities and
guidance to those studying for actuarial examinations etc. The
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ASI has laid down the Code of Conduct for its members. The
Memorandum of Professional Conduct & Practice which was
revised in May 2003 provides guidance for professional
conduct. Actuaries are expected to maintain a high level of
professional competence to serve public interest.

Another step towards professionalizing the role of actuaries
is the proposed legislation to establish the Institute of Actuaries
of India. In June 2003, the Standing Committee examined the
Authority on matters relating to the Institute of Actuaries Bill.
While the Bill lapsed in the financial year 2003-04 due to
dissolution of Lok Sabha, it is expected to be reintroduced in
the Parliament. The Authority expects that the profession
would get a fillip with the grant of statutory status to the Society.

Il (b) Actuarial Standards

The Actuarial Society of India (ASI) issues Guidance Notes
(GN) (actuarial standards) to its members. The GNs issued
by the ASI are intended at protecting public interest. GNs
emanating from the regulations framed by the Authority require
its concurrence prior to issuance by ASI. The Actuarial Society
of India issued the first Guidance Note (GN-I) on “Appointed
Actuaries and Life Insurance”. The Guidance Note is a
mandatory professional standard and covers the
responsibilities of the Appointed Actuary towards maintaining
the solvency of the insurer, meeting reasonable expectations
of the policyholders, and to ensure that the new policyholders
are not misled with regard to their expectations.

ASI issued the Guidance Note (GN-21) for the appointed
actuaries of general insurers. GN-21 covers such aspects as
nature and responsibility of appointed actuaries,
considerations effecting their position, the extent of their
responsibility and duties, premium rates and policy conditions
for new products and existing products on sale, capital
requirements, actuarial investigations, premium and claims
reserving, written notes and guidance to actuaries who are
directors on the boards of, employees or consultants to a
general insurance company.

The Authority issues clarifications to the Appointed Actuaries
on interpretation of the regulations framed by the Authority.

ix) Crop Insurance

Agriculture sector continues to be a significant driver of the
Indian economy, contributing to the extent of 22 per cent of
GDP. It provides employment to 58 per cent of the workforce
and sustains 69 per cent of the population. However, the large
farming community is prone to vagaries of nature, making
agriculture activity a risky proposition. Adequate systems for
an integrated risk management approach are not available in
India unlike in developed countries. Across the globe,
insurance is used as a tool to stabilize the agriculture industry.
Insurance complements activities designed to strengthen the
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base of agriculture through initiatives such as irrigation,
drainage, land reclamation and other means of increasing
agricultural productivity. In the Indian context, designing and
implementing an appropriate insurance program for agricultural
activities is a complex and challenging task. The concept of
crop insurance has gained significance in recent times and is
still evolving in terms of scope, spread and structure.

Till 2002-03, the crop insurance programs in the country were
being handled by GIC. Recognizing the necessity for focused
development of crop insurance programmes in the country,
Government of India has set up Agriculture Insurance
Company of India Limited (AIC). AIC has been promoted by
GIC (35 per cent of the paid up equity capital), NABARD
(30 per cent) and four public sector general insurance
companies (8.75 per cent each). AIC commenced operations
on 20th December, 2002 and took over crop insurance
activities from GIC w.e.f. 1st April, 2003.

The National Agriculture Insurance Scheme (NAIS) is a nation
wide crop insurance program offering yield protection to
millions of farmers in the country. NAIS is the largest crop
insurance program in the world and has been implemented in
23 States and 2 Union Territories (UTs) to cover food crops,
oilseeds and annual commercial crops. It covers more than
30 crops during Kharif and over 20 crops during Rabi season.
During 2003-04, the scheme covered 12.4 million farmers.
With the initiative taken by AIC, States of Rajasthan, Haryana
and Jammu & Kashmir have also joined the scheme. During
2004-05, with entry of more States and initiatives taken by
AIC, the scheme is expected to cover 15 million farmers. AIC
is working with Ministry of Agriculture (GOI) to expand the
coverage of the Scheme. The Hon’ble Prime Minister while
reviewing the status of National Common Minimum
Programme (NCMP) has directed the Ministry of Agriculture
to constitute a Joint Group to expeditiously study the
improvements required in the existing crop insurance
schemes.

AIC has taken the following initiatives in providing insurance
cover in the agricultural sector:

1. Pilot project on use of remote sensing applications in crop
insurance during Kharif 2004 in three districts, namely
Anantapur (AP); Rajkot (Gujarat); and Ahmednagar
(Maharashtra). The project covers acreage estimation,
crop health reports and yield estimation at insurance unit
level.

2. Farm Income Insurance Scheme (FIIS): A pilot scheme
to protect income of farmers against yield and price risks
was launched during Rabi 2003-04 in 19 Districts across
12 States for Wheat and Rice. The Scheme provides
insurance coverage against loss in farm income, i.e.,
shortfall in actual income as compared to the guaranteed
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income which may arise due to (a) adverse fluctuations
in yield due to occurrence of non-preventable natural perils
such as flood, inundation, storm, cyclone, hailstorm,
landslide, drought, dry spells, large-scale outbreak of pests
and diseases; and (b) adverse fluctuations of market
prices as measured with reference to the Minimum
Support Price (MSP). The premium is charged based on
actuarial rates, of which Government of India extends
subsidy @ 75 per cent for small and marginal farmers
and 50 per cent for other farmers. The Scheme covered
1,80,206 farmers during the season. The Scheme was
extended to Kharif 2004 season in 19 districts for Rice.

3. Varsha Bima: The Bima scheme covered adverse
deviations in rainfall during Kharif 2004 season as a pilot
project in 20 rain gauge stations across 4 States, viz.
Andhra Pradesh, Karnataka, Rajasthan and Uttar
Pradesh. Varsha Bima provides for five different options
to meet varied requirements of farming community, viz.,
(i) seasonal rainfall insurance based on aggregate rainfall;
(i) sowing failure insurance; (jii) rainfall distribution index
(iv) agronomic index; and (v) catastrophic option.

4. Products based on agro - meteorological parameters: The
insurer is working on new insurance products based on
agro — meteorological parameters, such as temperature
difference, accumulated rainfall during vegetative phase,
accumulated sunshine during maturity, water requirement
satisfaction index, etc. The company is also working on
spectral parameters using satellite imagery. AIC is in
dialogue with Space Applications Centre (SAC), Indian
Space Research Organization (ISRO), Ahmedabad to sign
a Memorandum of Understanding (MoU) in conducting
research in these areas.

5. Other New Products: Insurance of basmati rice and poppy
crop grown under supervision of Narcotics Bureau is
already available. Other areas which are being explored
by the insurer include organic farming, corporate farming,
medicinal and aromatic plants.

Other initiatives taken by AIC include (i) Comprehensive
Evaluative Study on Crop Insurance being carried out by the
Prof V S Vyas of Institute of Development Studies (IDS), Jaipur;
and (ii) National Insurance Academy (NIA), Pune completed
product premium rating for NAIS and FIIS. The insurer is in
dialogue with the World Bank for a Grant for product rating of
various crop insurance products operated by international
agencies.

X) Credit Insurance

Credit Insurance provides companies with coverage for
outstanding receivables that are within approved credit terms,
protecting the insured against risk of non-payment by its buyers
and to protect a business from a large loss that could impair
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its performance. In India, credit insurance has been extended
to export sector to support the Indian export industry by
providing cost effective insurance and trade related services
to meet the needs of the export market on a voluntary basis
unlike Marine Insurance, an allied cover which is mandatory
as far as the beneficiary is concerned. Normally, credit
insurance provides a business with protection against failure
of its customers to pay their debts. The insurer vets a debtor’s
creditworthiness and monitors his financial position to identify
possible problems. If a debt goes bad and cannot be collected
(or is collected only partially), a claim is paid.

Initially, Export Credit Guarantee Corporation of India, set up
as an export promotion institution was the only entity extending
credit insurance. Now other non-life insurers both private and
public sector, have also begun to offer such covers. The
Business Credit Shield of New India Assurance offers coverage
for both domestic risks and export risks. Similar credit
insurance cover (Globalliance) has been devised by ICICI
Lombard. In a competitive environment, ECGC has started
offering a range of products catering to the specific needs of
the exporters. Some of the tailor-made products launched by
the ECGC include policies covering consignment exports,
buyer-wise exposure limits and software export projects.
ECGC has effected about 25 - 45 per cent reduction in the
premium rates in respect of medium and long term credit
insurance covers, and certain policies have been fine tuned
to make them more customer friendly. During 2003-04, ECGC
introduced transaction based cover for short term exports and
a modified version of non recourse export maturity factoring
that continued the benefits under short term policies to
exporters and guarantees to bankers.

ECGC is an active member of the Union of International Credit
and Investment Insurance (“Berne Union”), a forum for
cooperation of export credit insurers all over the world.

In the prevailing global situation, there is a growing incidence
of risk in international trade arising from political unrest, trade
embargoes; restrictions imposed by importing countries in
balance of payments; threat of war, and heightened anti-
establishment activity. These risks are difficult to evaluate
and the risk management would be a difficult discipline without
adding a value of insurance. These factors have increased
the demand from exporters and their financiers for
the protection of export credit and it has been recognized
world-wide, both by developed and developing countries, that
the development of export credit insurance is an important
tool for promotion of exports. It is in this context that insurers
are setting up separate Risk Management divisions to identify,
measure, manage and monitor risks relating to buyers and
countries vis-a-vis policies, guarantees and project exports.
These efforts are aimed at strengthening their underwriting
capabilities.
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xi) Micro Insurance

In spite of the fact that 74.3 per cent of the total population
lives in rural India, insurance cover in rural areas remains low
for both producer and consumer services and few insurance
covers are available at affordable terms. One of the priorities
for fostering expansion in the domestic insurance markets is
identification of productive potential and specific insurance
needs in areas not yet reached by insurance and enhancing
cooperation between insurance and rural credit schemes and
institutions.

As explained earlier, the Authority has framed the regulations
which provide for the obligations of the insurers towards the
rural and the social sectors, requiring all insurers to underwrite
a specified percentage of their business to provide cover to
persons in the rural areas and to cover a specified number of
lives in the identified social sectors. As part of its developmental
role, the Authority put across a “Concept Paper” on micro-
insurance. The paper provides incentives to the insurers to
design and market suitable micro-insurance products.

The Authority proposes to put in place a system of recognition
of the micro-insurance agents based on MOUs signed with
insurers who would be expected to carry out due diligence as
per the requirements of the Act and regulations. This is a
departure from the existing system of licensing. Itis proposed
that the micro-insurance agents shall perform additional
functions, including collection of proposal forms, collection of
monies for issuance of contract or remittance of premium,
settlement of claims, nominations and policy administration
service. For popularizing the products and increasing the
general awareness, insurers would be required to print the
policy literature in simple local language which could be
understood by the policyholders. The agents would be allowed
to employ specified persons with the prior approval of the
insurer for the purpose of discharging all or any of their
activities. All these persons shall be trained in the local
vernacular at the insurer’s expense in order to sell and service
insurance contracts.

The Authority believes that micro-insurance products need to
be pre-defined in terms of type of coverage, age of entry,
minimum and maximum coverage as well as the term of cover,
and shall be required to be filed with the Authority in
accordance with the 'File and Use’ guidelines. Typically the
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coverage in the case of life insurance for term and endowment
products may range from Rs.10,000/- to Rs.50,000/- with the
term ranging from 5 to 7 years. In case of general insurance
for huts, livestock and agriculture implements it may range
from Rs.5,000/- to Rs.20,000/-; and for health and accident
insurance from Rs.10,000/- to Rs.50,000/-. Selling these
products shall form part of the mandated rural and social
obligations of an insurer as per provisions of the Insurance
Act, 1938.

Micro-insurance agents shall be entitled to receive a fee from
the insurer to cover for all services rendered, which shall not
exceed twenty per cent of the premium in the case of life
insurance contracts; and seven and half per cent of the
premium in the case of general insurance contracts. To improve
penetration, tie ups between life insurers and general insurers
to cross sell each other’s defined micro-insurance products
will be encouraged.

xii) Directions, orders and regulations issued
by the Authority

With a view to providing guidance to the insurers and to clarify
various issues raised by them, the Authority has been issuing
Clarifications, Directions and Orders from time to time. The
gist of these Orders/Directions issued in the year 2003-04 (and
upto September, 2004) is placed at Annex XII.

xiii) Powers and Functions Delegated by the
Authority

Simplifying the process of granting license to the agents, the
Authority has put in place the procedure for licensing of agents
through its Website, and the insurers have designated officers
who can access the IRDA Website for this facility. Further
simplifying the procedures, the Authority has delegated the
powers for regularization of licenses to the insurers, in cases
where there has been delay in filing of renewal application
and if the insurer is satisfied that the applicant had genuine
reasons for the delay. Only in cases where the insurer is not
satisfied, the application needs to be forwarded to the Authority.

With the notification of the IRDA (Licensing of Corporate
Agents) Regulations, 2002, designated person (DP)
responsible for grant of individual agent licenses is also
delegated with the power to issue corporate agency licenses.
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PART I
REVIEW OF WORKING AND OPERATIONS

i) Regulation of Insurance and Reinsurance
companies

The Authority, in order to discharge the functions specified in
section 14 of the Insurance Regulatory and Development
Authority (IRDA) Act, 1999, has notified the regulations given
in the Annex Il . The regulatory framework broadly covers such
aspects as entry level requirements including those pertaining
to minimum paid-up capital, fit and proper’ management, ‘file
and use’ requirements, and filing of regular returns to the
Authority, to carry out its statutory functions to regulate,
promote and ensure orderly growth of insurance and re-
insurance business. These returns cover financial returns on
an annual basis, investments returns on monthly, quarterly
and annual basis, re-insurance returns, actuarial returns and
details of advertisements released by the insurers. In addition,
the Authority issues various directions, guidelines and circulars
to insurers, both life and non-life, and the re-insurer for
compliance. The regulations lay down a framework within
which the regulated entities are required to carry out their
operations to ensure a level playing field. The regulatory
framework has also been established to provide a comfort
level to the regulator in carrying out supervisory functions and
to ensure that the information required to carry out the
supervisory role is available to it in the stipulated format. The
standardization of the formats facilitates compilation and
comparisons across industry.

The insurers and the re-insurer are complying with these
regulations, guidelines and circulars, and no specific
complaints of non-compliance have been received during the
reporting period. During the period April, 2003 to March, 2004
following new /amended regulations were notified:

1. IRDA (Investment) (Amendment) Regulations, 2004
2. IRDA (Qualification of Actuary) Regulations, 2004

The Investment Regulations were amended, to fine tune them
in the evolving investment climate. In addition, gaps noticed
in the regulations were plugged to provide for uniform
classification of investments and include definition of “Group”.
The Authority notified “Collateralized Borrowing and Lending
Obligation” (CBLO), as an approved investment. The reporting
forms for the insurers have also been modified.

The notification of the qualification of the actuary regulations
provides for the qualifications to be possessed by an individual
to be an actuary.
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The Authority amended the regulations on rural and social
obligations of insurers to align the definition of “rural sector”
as contained in the census of India. The amendment was
notified in July, 2004.

Status of exempted insurers

The Central Government has granted exemption to
State Government to set up State Insurance Funds under
Section 36 of the General Insurance Business (Nationalization)
Act, (GIBNA) 1972. These funds are required to ensure
compliance with the provisions of the Insurance Act, 1938 and
with the regulations framed there under, to the extent
applicable to them. Further, Section 118 of the Insurance Act,
1938 and Section 44 of the Life Insurance Corporation Act
(LIC), 1956 too refer to the exempted insurers. Section 118 of
the Insurance Act provides for exemption of specified entities
from the provisions of the Act. The LIC Act provides for
exemption from the provisions of the said Act to specified
insurers/schemes.

Broadly, the exempted insurers fall under the following three
categories:

(a) State Government Insurance Departments transacting
non-life insurance business in respect of assets
owned/financed by them;

(b) Exempted insurers transacting health insurance for its
members; and

(c) State Government Insurance Departments transacting
Crop Insurance Business.

The exempted insurers include State owned Crop Insurance
Funds which are required to be operated through Agriculture
Insurance Company. In addition, the following State owned
funds are carrying out activities relating to insurance business:

Gujarat Insurance Fund

Maharashtra Government Insurance Fund
Kerala Government Insurance Department
Karnataka Government Insurance Department
Rajasthan State Insurance Fund

CHNHB Association

Some of the provisions of the Insurance Act, 1938 which are
applicable to the exempted insurers broadly relate to
registration, renewal, investments, inspections, management
expenses, TAC, surveyors and supply of documents.
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The Authority has been examining the status and functioning
of these exempted insurers, in the light of changes in the
regulatory framework in the liberalized environment. Steps
have been initiated to gather information from the State
Governments on the insurance funds maintained by them and
on the status of exempted insurers functioning in the respective
state. Most of the exempted insurers are doing the business
related to government employers and government “owned
properties and its assets”. Though these Funds are guaranteed
by the respective State governments, the Authority is of the
view that these insurers should be fully governed by the
provisions of the Insurance Act and the regulations framed
there under.

i) Intermediaries associated with the
insurance business

Intermediaries associated with insurance business are brokers,
third party administrators (TPAs) and surveyors. The insurance
agents, including the corporate agents, are in the nature
of intermediaries but are not so defined in the IRDA Act.
However, since the agents represent their principals, i.e., the
insurers, their functions are akin to intermediaries and so they
are classified as intermediaries.

Insurance Agents

The liberalized environment since the opening up of the
insurance industry has witnessed a quantum increase in the
intermediation process and number of intermediaries
registered with the Authority has witnessed substantial growth.
As a measure of prudence, the Authority has stipulated
minimum educational and training requirements for these
intermediaries to impart professional expertise to them. It was
recognized that agents are a critical link between the insurer
and the insured and they should be fully equipped to sell
insurance. As on 31st March, 2004, there are over 16 lakh
agents and corporate agents. On the life segment 9,33,002
individual and 2,389 corporate agents have been issued new
licenses, and 6,23,815 individual and 47 corporate agents’
licenses have been renewed. Agents licensed by the life
insurers in urban and rural areas are 8,16,897 and 7,21,775
respectively. In the non-life segment, 50,848 individual and
1097 corporate agents have been issue new licenses; and
licenses of 62,872 individual and 109 corporate agents have
been renewed. Ofthe 1,14,926 agents in the non-life segment,
82,000 are in the urban areas and 32,926 in the rural areas.

During 2003-04, the Authority received a number of complaints
about registration of insurance agents. In case of agents who
desire to shift from one insurance company to another, the
insurers were not issuing the No Objection Certificate (NOC).
This was deliberated by the Life Council, and it has since been
clarified that in case where the insurer does not issue the NOC
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within a period of 90 days of the submission of application,
the agent could assume that the same had been given, and
the agent would be free to work for any other insurance
company. The regulations for registration of agents provide
that no agent can procure business for more than one
insurance company. However, a composite agent holds the
license to act as an agent for a life and a general insurer.

Guidelines for agents training institutes

The Authority received complaints that the minimum
requirements prescribed for the agents training institutes by
the Authority were not being adhered to. The non-compliance
has been on the non-availability of infrastructure, faculty
members not being as per the prescription laid down,
100 hours training requirement not being complied with,
attendance registers not being maintained, franchise
arrangements entered into with third parties diluting the
Authority’s instructions, and examinations not being properly
conducted. Based on the complaints, the Authority conducted
inspection on the select training institutes and examination
centers and based on the findings issued guidelines for
approval/renewal of agents training institutes in October, 2004.
In instances of non-compliance with the directives of the
Authority, specified time frames were given to ensure corrective
action. These instructions/guidelines are applicable to all the
training institutes including in-house training institutes of the
insurers.

The guidelines provide for practical training for a minimum
period; coverage of training (not to include product
training/market survey); manner of maintenance of attendance
register (for agents and faculty); appointment of at least one
qualified permanent faculty (as prescribed by the Authority);
maintenance of batch-wise record of payment to the faculty,
and details of empanelment of faculty with other Institutes
(part-time/guest faculty). The guidelines provide that the
sponsorship letters must be available with the training institute;
records of batches completed must be maintained along with
the strength of each batch, number of candidates de-certified,
name of the sponsor insurer and details of faculty who imparted
the training with dates; record of results of the examinations
conducted; and maximum seating capacity of each class-room.

While granting fresh accreditation to the institutes, the Authority
assesses needs of a particular city/town. The initial approval
will be for a period of 3 years and renewal up to 3 years could
be considered depending upon the compliance of
requirements. Insurers are required to regularly depute their
officials to oversee the training at the institutes. In-house
training centers will also be subject to regular inspections and
audit by the concerned insurer and the Authority. The training
institutes are required to display the certificate of accreditation
issued by the Authority at the training institute. Franchise
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arrangements by the Institutes are strictly prohibited. The
Institutes should be equipped with proper infrastructure. No
marketing fee/consultancy fee is permitted for getting the
training batches.

The Authority has discontinued all temporary accreditation,
and the existing accreditation will be valid upto
31st December, 2004. Training institutes are required to be
accredited afresh by the Authority. In areas or cities where no
accredited institutes are located, it will be the responsibility of
the insurance company to conduct training. The faculty on
roles of the in-house training institutes is allowed to impart
training at such places and no temporary/guest faculty is
permitted.

Corporate Agents

During the financial year 2002-03, the Authority had notified
corporate agency regulations, which allows corporate entities
to distribute insurance products. The notification of the
regulations facilitated introduction of “bancassurance” in the
country. Bancassurance, which basically involves banks acting
as corporate agents for insurers to distribute insurance
products, has evolved as a strong distribution channel in many
countries. In India, public sector banks and more particularly,
regional rural banks and micro-credit institutions with their wide
reach can help fulfill the basic objective of deeper insurance
penetration in the country. The regulations also provide for
minimum educational qualifications for specified persons, and
lay down practical training requirements and a code of conduct.
In the case of professionally qualified personnel, the training
requirement has been relaxed.

The regulations provide that a bank can act as an agent on
behalf of one life and one non-life insurance company. There
have been representations from some banks seeking
relaxation to permit them to sell products on behalf of more
than one insurance company citing similar models in France.
This has however not found favour with the Authority in view
of inherent apprehensions of the system being distorted. Itis
felt that competing insurers may use this as an opportunity to
push their respective companies’ products and thus could be
detrimental to the overall development of the market. However,
certain relaxations have been permitted to banks to sell
insurance products of ECGC with respect to credit insurance
since similar products are not being retailed by the other
general insurers for whom these banks could be acting as
agents.

With the introduction of these changes, a new channel of
distribution has been provided which will increase the
geographical spread for selling insurance products. Banks and
other organizations are expected to take up corporate agency
of the insurance companies and associate themselves in the
selling of insurance policies under the bancassurance model.
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The banks can also enter the foray as an insurance broker by
setting up an insurance broking firm to exclusively carry out
insurance broking related activities after meeting the capital
and other licensing requirements.

Banks in India have also been permitted to undertake referral
business through their network branches. Under the referral
arrangement, banks provide physical infrastructure within their
select branch premises to insurance companies for selling their
insurance products to the banks’ customers with adequate
disclosures and transparency. A referral fee is charged by the
respective bank on the basis of premium collected. The referral
fee is subject to a ceiling rate which should not exceed the
agency commission allowed under the Insurance Act, 1938.
The regulations also require banks to file referral arrangements
with the Reserve Bank of India and with the Authority.

Referral fee/charge arrangement has also been recognized
as an alternative channel to develop micro-insurance with
certain in-built safeguards. While entering into a referral, it is
to be ensured that such arrangements are entered only with
registered groups subject to a written agreement, and with
the sole purpose of making available customer database for
soliciting the business of their members only. Fees are payable
only on the business “realized and booked”, and should not
exceed a stipulated percentage of the premium charged and
collected. No other remuneration or commission is payable
under such arrangements.

2003-04 was the first complete year of operations of the
corporate agents. A number of instances have been brought
to the notice of the Authority where the existing Corporate
Agency regulations have been misused/manipulated, which
include taking of more than one corporate agency by a single
entity. Satellite companies were incorporated, with varying
compositions of boards of directors, to comply with
the requirements of the regulations; and informal presence of
multi-level marketing agents, who are not “specified persons”
against the provisions of the regulations. It was also brought
to the notice of the Authority that Group Policies were being
issued without the insured having an insurable interest. For
the present, the Authority has stopped issuing fresh corporate
agency licenses and the regulations are being re-examined
to plug the various avenues for mis-use.

The distribution channel statistics for individual and corporate
agents both for life and non-life insurers are placed at
Annex lll (a) and (b).

Insurance Brokers

The presence of professional insurance brokers and
independent financial advisers who represent the interests of
the client, is a major motivating factor for insurers to raise
efficiency and to give better value to policyholders.
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An open admission policy for insurance brokers has been
adopted, with the amendment to the Insurance Act, 1938
subject to applicants meeting the admission criteria laid down
by the Authority. The broad criteria the Authority applies for
the registration of new brokers are reputation, financial
standing and track record; business plans and projections;
risk management and product innovation techniques. The
regulatory framework covers registration requirements,
experience, training and qualifications, minimum paid up
capital requirements and provision for professional indemnity.

Insurance brokers are professionals who assess risk on behalf
of their clients, provide advice on mitigation of the said risk,
identify the optimal insurance policy structure, bring together
the insurer and the insured, carry out the preparatory work for
entering into the insurance contracts, and facilitate processing
where claims arise. The brokers are retained by the insureds,
and are thus primarily responsible to them. Introduction of this
intermediary in the insurance market is likely to result in
improvement in customer service, transfer of international
know-how on insurance into the country, increase insurance
penetration, and improve the retention levels within the country.

The role of an insurance broker does not seem to have been
properly understood and appreciated because of the tariff
market in the non-life insurance segment. Concern has been
expressed in certain quarters on the appropriate remuneration
structure for insurance agents and brokers, and also on the
practice of offering special discount in lieu of agency
commission or brokerage.

The Authority constituted a three member Expert Committee
under the Chairmanship of Mr. A. C. Mukherjee. The terms of
reference of the Committee included making specific
recommendations on the continuation of the practice of
5 per cent discount in lieu of agency commission; allowing
special dispensation for Public Sector Undertakings (PSUs)/
corporate clients; linkage of discount with paid up capital of
the insured; and on differential rates of commission/

TABLE 24

NEW BUSINESS (LIFE) UNDERWRITTEN THROUGH
VARIOUS INTERMEDIARIES: 2003-04

(Ratio in Per cent)

Insurer Individual Corporate Agents Brokers Referrals Direct
Agents Banks  Others Business

Private

Sector  60.39 10.57 6.86 0.31 7.50 14.37

LIC 99.78 0.11 0.09 0.02 0.00 0.00

Total 95.32 1.30 0.86 0.05 0.85 1.63
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remuneration in respect of agents and brokers. In addition,
the Committee was also required to examine related issues
on the role of brokers in spreading risk awareness and
insurance penetration; provision of value added services and
compensation/remuneration commensurate to the services
provided; regulatory safeguards for ensuring proper market
conduct and examining the feasibility of the referral model.
The Committee was also asked to address the need for
introducing legislative/regulatory changes and matters relating
thereto for the long term development of the distribution
channels. The Expert Committee has since submitted its
Report to the Authority on 12th December, 2003 and the details
of the same are elsewhere in this Report.

The Association of Insurance Brokers is a self regulatory body,
recognized by the Authority. Each broker registered with the
Authority is required to be a member of the Association. The
Association also provides a forum to the brokers to discuss
issues of concern to them, and to raise them with the Authority.
The Association organized a conference in July, 2004 at
Hyderabad to deliberate on the emerging structural changes
in the Indian insurance market and the role of insurance broker
in such a scenario.

As on 31st March, 2004 the Authority had registered
z154 brokers, of which 128 have been granted license to act
as direct brokers, 4 for reinsurance and 22 as composite
brokers. Among the metropolitan cities, Mumbai had 44
brokers, followed by Delhi at 31, Kolkata and Chennai had 11
and 8, respectively.

While corresponding data for non-life segment is not available,
analysis of channels of distribution used by the life insurers
reveals that during the year 2003-04, 95.32 per cent of the
new business premium underwritten was through individual
agents. Corporate Agents, viz., banks and ‘other entities’,
between them accounted for 1.30 and 0.86 per cent of the
business, respectively. While 1.63 per cent of the premium
was underwritten through direct mode, referral arrangements
and brokers contributed 0.85 per cent and 0.05 per cent
respectively.

In the case of LIC, 99.78 per cent of its business was
underwritten by individual agents, with corporate agents
(including banks) and brokers being used to the extent of
0.20 per cent and 0.02 per cent respectively. In the case of
the private insurers, 60.39 per cent of the business
was underwritten by the individual agents, followed by
14.37 per cent through direct method. Corporate Agents
(including banks) and referral arrangements accounted
for 17.43 per cent and 7.50 per cent respectively. Only
0.31 per cent of the business was underwritten by brokers
during the year 2003-04.
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Surveyors and Loss Assessors

The system of licensing of surveyors and loss assessors was
started for assisting the non-life insurance companies in the
assessment of losses. The process of categorization of
surveyors and loss assessors was initiated by the Authority to
bring professionalism and efficiency in the services offered
by them, based on professional qualifications and relevant
experience of surveyor/loss assessor. The categorized
surveyors have the option to select three departments for
conducting surveys for the insurers. In addition, surveyors are
allowed to carry out Loss of Profit (LOP) surveys, if they
possess required qualifications. Surveyors who did not file
their options were allotted the departments in which they had
obtained the highest marks. Surveyors who were categorized
for less than three departments and wished to be categorized
for additional department and LOP were asked to undergo
training to get categorized as “C”. Surveyors, who could not
complete the training as on 31st March, 2003 were asked to
pass the examination for “C” category in the additional
department.

The Authority has laid down the financial limits for categorized
surveyors to carry out a survey. During the year under report,
the monetary limits of categorization of surveyors and loss
assessors were revised, as a follow up to representations
received from the surveyors and loss assessors on the need
to rationalize the structure of financial limits. The revision has
been effected in respect of fire, marine, cargo, motor and other
miscellaneous segments. The revision was, however, not
extended to marine hull and “loss of profit” business.
Department wise financial limits effective 1st June, 2003 are
placed at Statement 30.

During 2003-04, the Authority issued fresh surveyor licenses
to the individuals. These licenses are being issued in ‘C’
Category. Upto September, 2004, 408 fresh licenses have
beenissued. The total number of categorized surveyors under
Categories A, B and C are 2209; 9824 and 12326 respectively.
The category wise break up of the surveyors and loss
assessors for individuals and firms is placed at Statements 31
and 32. The details of the surveyors and loss assessors are
placed on the Authority’s website.

The Authority has recommended setting up of an independent
Institute for Surveyors and Loss Assessors on the lines of
similar professional bodies like the Institute of Chartered
Accountants of India to ensure orderly and effective
development of the profession of surveyors. A Committee
under the Chairmanship of Mr. K.N. Bhandari was set up by
the Government of India, which recommended that the
Authority may initiate action to promote the Institute as a self
financing and self regulated entity. The Institute would be
responsible to set norms and standards, conduct
examinations, undertake teaching and research and enforce
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a Code of Conduct for its members. Based on the
recommendations of the Committee, Mr. G.V. Rao has been
appointed as Advisor to Authority to initiate the establishment
of the Institute.

court

iii) Litigations, appeals and

pronouncements

During the year several petitions/cases were filed in different
courts on issues of varying nature relating to insurance, in
which the Authority was made a respondent either singly or
jointly with the insurance companies. Most of such cases
pertained to settlement of claims; non-renewal of policies
(mainly health insurance); categorization of surveyors and loss
assessors; refusal to provide third party cover; loading of
premium by general insurance companies; and renewal or
transfer of insurance agency. In a few instances, the Authority
along with the TAC was made a respondent in cases relating
to review of tariffs and interpretation of tariffs on non-life
insurance business. While responding, the Authority explains
the rationale behind the regulations and the circumstances
that necessitated framing of the regulations/ issue of directions
in cases where required. In some cases the Authority also
consults the insurance companies before framing its replies.
The Authority adopts a proactive role in handling potential
cases of litigation, particularly where notices are received by
it prior to filing of cases, to avoid un-warranted litigation.

Review of the Insurance Act, 1938

The initiative taken by the Authority to approach the Law
Commission of India to review the Insurance Act, 1938
received a favourable response from all the stakeholders in
the insurance industry. The Consultative Paper issued by the
Law Commission was well received and evoked critical
comments from several quarters. It is envisaged that the
insurance related legislation be consolidated into a single
codified Act of Parliament, with the Rule making authority
delegated to the Government of India, and the regulatory
mechanism for professional supervision and development of
the Insurance industry resting with the Authority.

The Law Commission has since finalized its recommendations,
which broadly aim at (a) merging the provisions of the IRDA
Act, 1999 with the Insurance Act, 1938 (the Act) to avoid
multiplicity of legislations; (b) amending and updating the
provisions of the Act to meet the current needs of the insurance
industry; (c) re-grouping various sections of the Act subject/
topic-wise; (d) recasting certain sections to remove ambiguity
and to bring about clarity; (e) defining/re-defining certain terms
to improve the existing legislation; (f) re-examining provisions
regarding registration and renewal of licenses of insurance
companies; (g) review of limits for annuities and other benefits
secured by the life insurance policies as provided in Section 4
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of the Act; (h) remove provisions which have become
redundant in the emerging liberalized scenario — more
particularly those relating to co-operative life insurance society
and mutual insurance company, provisions regarding principal
agents, chief agents and special agents; (i) powers vesting
with the Central Government be entrusted to the Authority,
more particularly those relating to modification of the capital
structure and voting rights of the insurers, and appointment of
an officer to examine any scheme to enable an insurer to bring
its capital structure in line with the requirements of the Act;
(j) repeal of provisions of transitional nature; (k) introduction
of provisions for establishment of a full fledged grievance
redressal mechanism, including constitution of Grievance
Redressal Authority (GRA) to replace the system of
Ombudsman, appointment of adjudicating officers by the
Authority to determine and levy penalties on defaulting
insurers, insurance intermediaries and agents, and to provide
for appeals against the decisions of the Authority, GRA and
adjudicating officers, to an Insurance Appellate Tribunal (IAT)
and also for statutory appeal to Supreme Court against
decisions of IAT; (I) provisions on amalgamation be made
applicable to non-life insurance companies; (m) payment of
commission/ remuneration to agents be specified in the
regulations, and commission on renewal of lapsed policies be
payable only to the agent through whom the revival of lapsed
policy has been effected; (n) recasting Section 45 to prohibit
repudiation of any life insurance policy after the expiry of
five years; (o) prohibition of life insurance agents under
Section 48A from becoming/ remaining director of life
insurance companies, be extended to general insurance
agents as well; (p) amendment of Section 38 to authorize
insurers to check the antecedents of the assignee, with the
option to refuse the same if these are found to be not bonafide;
(q) amendment of Section 64 UA (1)(c) to provide for ten
representatives of the Indian insurers and not more than
4 representatives from the government department,
professional bodies, etc., to be nominated to the Tariff Advisory
Committee (TAC); (r) Section 64 UM be amended to provide
for supervision and control of Authority over the appointment
of surveyors by insurance companies; and (s) raising the
monetary limits for imposing fines and penalties to be levied
under the Act, to ensure that these are adequate to deter
persons from contravening the provisions of the Act.

iv) International Cooperation in Insurance

International Association of Insurance

Supervisors

The Authority is an active member of the International
Association of Insurance Supervisors (IAIS) and the Chairman
of the Authority is Member of its Executive Committee. The
Authority is also represented on various Committees —
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Emerging Markets and Education Sub Committee; Technical
Committee; Accounting Sub Committee; Task Force on
Assessment and Implementation of Insurance Core Principles;
Working group on Observership & Membership issues;
Insurance Fraud Sub Committee; Insurance Laws,
Regulations, Practices & Standards Sub Committee; and
Reinsurance Sub Committee.

Officers of the Authority are also involved, on a continuing
basis, in developing the core curriculum for insurance
supervisors training.

Active participation in the activities of IAIS has enabled the
Authority to calibrate its regulatory standards against an
independent benchmark. It has also helped to enhance market
confidence in the local system and in recognizing the impact
of globalization of financial services. IAIS and its members
are generally appreciative of the way the insurance sector
has been opened up in India.

South Asian Insurance Regulators Forum

The Authority has also taken steps to foster regional
cooperation amongst SAARC countries with the setting up of
the South Asian Insurance Regulators Forum comprising of
insurance supervisors from Sri Lanka, Bhutan, Nepal, Maldives
and Pakistan, besides India. The Forum offers a platform to
regulatory bodies in the region to share their experiences in
promoting growth and stability in the insurance markets in their
respective countries.

The Forum has been set up to facilitate promotion of regulatory
activities; sharing of information and experiences; and
harmonization of legislative approaches and financial reporting
systems. These efforts would provide technical expertise for
capacity building within the regulatory agencies and the
insurance industry; facilitate development and putting in place
guidelines, manuals, code of conduct and other publications
on current and emerging insurance — related regulatory
issues; and in liaising with 1AIS and other international,
inter-governmental and regional organizations dealing with
insurance related or trade issues. The Chairman, IRDA is
currently heading the Forum. At a recent meeting of the Forum
modalities to increase cooperation, information sharing,
capacity building and joint research were discussed.

Negotiations on India-Singapore Comprehensive
Economic Cooperation Agreement — Insurance

A Joint Group was set up in April, 2002 to study the benefits of
an India Singapore Comprehensive Economic Cooperation
Agreement (CECA). The Joint Study Group concluded that
the CECA between India and Singapore would provide
significant benefits for both countries, in terms of the potential
for increased trade and investment and through economic
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cooperation. The recommendations of the Joint Study Group
included:

a) Substantial liberalization of trade in goods and services,
including trade facilitation measures and the elimination
of non-tariff barriers;

b) Liberalization of the flow of investment, strengthening
disciplines for the protection of investments, and
improving the business environment for investors;

c) Economic cooperation in areas of mutual interest.
Cooperation should serve to enable both countries to

synergize on their complimentary strengths; and

d)  The two countries to enter into formal negotiations with
a view to conclude an India-Singapore CECA and sign
the relevant agreements within 12-18 months from the

date of submission of the report.

The first round of negotiations was held in May 2003 in New
Delhi. It was felt that insurance is an item of importance within
the negotiations on financial services. It was agreed to explore
increased business opportunities for players from both
countries subject to their respective regulatory and prudential
framework in the areas of banking, securities and insurance
in regard to market access. It was also agreed that the general
format of discussions will be based on the Annex on Financial
Services as given under the GATS Agreement, and that the
overall framework for negotiation on the services sector would
be applicable to financial services also.

At the second round of negotiations with the delegates of the
Singapore Government, the Singaporean side had presented
the Annex on Financial Services. The basic structure for Annex
on Financial Services has been taken from the GATS
Agreement and has been suitably modified at places to reflect

the bilateral nature of the agreement. The Annex on Financial
Services is an important document as it will provide the basic
architecture for the two countries to conduct trade in financial
services, including the mechanism by which the players in
the two countries can offer financial services and the manner
of resolution of disputes. The Third round of negotiations which
took place in New Delhi centered on the topic of Annex to
Financial Services. The Authority gave its opinion on the Annex
to Financial Services indicating that initiatives have to be taken
to ensure that the Annex does not impinge on its functioning
and it is not contrary to the provisions of the law governing
insurance and insurance related activities.

v) Public Complaints

The Mission Statement of the Authority begins with “To protect
the interest of and secure fair treatment to policyholders’, a
role which the regulator attaches considerable importance to
as its foremost responsibility, and the entire regulatory
framework focuses on achieving this objective. In conformity
with this objective, a Consumer Grievance Cell (CGC) was
constituted in November, 2002. The Cell receives complaints
from the insurance customers — irrespective of the nature of
the complaints — and forwards them to the insurance
companies to ensure early resolution of the public grievances.
The insurance companies were advised about the formation
of the CGC and the need for the companies to resolve the
disputes on a priority basis. The details of the complaints
received by the CGC, against the life and non-life insurers,
their categorization and the status of disposal is given in the
Tables below. As part of its efforts to protect the interests of
the policyholders, the Authority launched an awareness
campaign through the electronic and print media. The
campaign, which commenced in December, 2002 is an on
going exercise, and has created considerable consciousness

TABLE 25
STATUS OF COMPLAINTS — NON LIFE INSURERS (2003 - 04)

Insurer Pending as  Reported Total Resolved
on 31.3.2003 during the Complaints during

year the year

Public Sector 418 2442 2860 1788
Private Sector 22 131 153 152
Total 440 2573 3013 1940

Ratio (in Per cent) of break up of pending
complaints as on 31.3.2004

Pending as Break up of Pending Complaints
on 31.3.2004 0] (ii) (iii) (iv)
1072 668 50 276 78
1 0 0 1 0
1073 668 50 277 78
(62.26) (4.66) (25.82)  (7.26)

Note: i) Non settlement / delay in settlement of claim.

ii) Repudiation / partial settlement of claim.

iii) Policy issues (non renewal / cancellation / non issuance / other issues related to policy.

iv) Other reasons.
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TABLE 26
STATUS OF COMPLAINTS — NON LIFE INSURERS (HALF YEAR ENDED SEPTEMBER, 2004)

Insurer Pending as  Reported Total Resolved  Pending as Break up of Pending Complaints
on 31.3.2004 during the Complaints during on 30th Sept. () (i) (i) (iv)
period the Period
Public Sector 1072 834 1906 1128 778 440 38 201 99
Private Sector 1 78 79 53 26 17 0 9 0
Total 1073 912 1985 1181 804 457 38 210 99
Ratio (in Per cent) of break up of pending (56.84) (4.73) (26.12) (12.31)

complaints as on 30th Sept.

Note: i) Non settlement / delay in settlement of claim.

ii) Repudiation / partial settlement of claim.

iii) Policy issues (non renewal / cancellation / non issuance / other issues related to policy.

iv) Other reasons.

amongst the policyholders about their rights and privileges,
and the avenues available to seek redressal.

Complaints received against insurers

Non-life

Itis pertinent to view the complaints with respect to the number
of policies underwritten by the insurance companies. As per
monthly statistics furnished, 475.63 lakh and 435.62 lakh
policies were issued in the years 2003-04 and 2002-03
respectively. Tables 25 and 26 gives a perspective of the
complaints received by the Authority.

The number of complaints received by the Authority is small
as against the policies issued by the non-life insurers. Broadly,
the complaints received from the policyholders pertain to
non-settlement or delay in settlement of claims; repudiation
of claim/partial settlement of claims; non-renewal/cancellation/
non-issuance of policy document; and attitude of officers not
being congenial.

TABLE 27
STATUS OF COMPLAINTS — LIFE INSURERS (2003- 04)

Insurer Reported during  Resolved during Pending as on

the year the year 31st March
LIC 474 39 435
Private Sector 45 26 19
Total 519 65 454

Of the total complaints of 3013, issues were closed in respect
of 1940 (64 per cent) by 31st March, 2004. The outstanding
complaints have further come down during the current
financial year 2004-05 (Complaints received during the first
half of the current year - 912, total outstanding as on
30th September, 2004 — 804). Of the total complaints
outstanding on 31st March, 2004, 62.26 per cent pertained to
non-settlement/ delay in settlement of claims; 25.82 per cent
related to non-renewal / non-issuance / cancellation of policy
documents; 4.66 per cent to repudiation/delay in settlement
of claim; and 7.26 per cent to the rest.

Life Insurers

As in the case of non-life insurers, the number of complaints
received by the Authority in respect of life insurers as a
per cent of the policies issued is very small. As per monthly
statistics furnished, 286.26 lakh and 253.70 lakh new policies
were underwritten by the life insurers in 2003-04 and 2002-03
respectively. Broadly, the complaints pertained to issues such
as non completion of the proposal forms, non receipt of
premium receipt/ policy document, extension of loans,

TABLE 28

STATUS OF COMPLAINTS — LIFE INSURERS
(HALF YEAR ENDED SEPTEMBER, 2004)

Insurer Reported during  Resolved during Pending as on

the period the period 30th Sept.
LIC 357 44 313
Private Sector 87 37 50
Total 444 81 363
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surrender value not received, delay in settlement of claims,
contesting repudiation of claims, charges of corruption against
the agents/insurers, selling of wrong products and premium
not refunded during cooling off period.

During 2003-04, 519 complaints have been received against
life insurers (of which 474 pertain to LIC and 45 to new
insurers). The number of complaints outstanding as on
31st March, 2004 and 30th September, 2004 were 454 and
363 respectively (Tables 27 and 28).

A possible explanation for the policyholder’s complaints being
low could be that the Authority has been advising the insurance
companies to set up Cells to handle the public grievances.
The grievance handling Cells are operating at various levels
within the offices of each insurer. The Authority has also put in
place a regulatory framework for protection of the interests of
the policyholders.

The above statistics, however, do not reflect the claims
handling processes at the branch/ divisional levels in the case
of public sector non-life insurers. The response levels are poor
and require follow up. The Authority has been reiterating the
need for strengthening the grievances settlement mechanism
and to comply with the provisions of the regulations framed
for the protection of interests of the policyholders.

Insurance Association and Insurance

Councils

vi)

Under section 64A of the Insurance Act, 1938, the Authority
notified establishment of the Insurance Association of India in
February, 2001. The membership of the Association consists
of all the insurers carrying on business in India. In addition,
under section 64C of the Act, independent Life Insurance
Council and General Insurance Council were notified. The
Insurance Association of India, the Life Insurance Council and
the General Insurance Council presently have their
headquarters at Mumbai. Life Insurance Council consists of
all the members of the Association who carry on life insurance
business in India and the General Insurance Council consists
of all the members of the Association who carry on general
insurance business in India.

Life Insurance Council

The Life Insurance Council is performing the role of a Self
Regulatory Organization (SRO) to a limited extent by setting
up market conduct and standards for insurers. Member (Life)
represents the Authority as the Chairperson of the Executive
Committee of the Life Insurance Council. The Authority
appreciates the efforts of the Council in deliberating various
issues of relevance to the life insurance industry and to step
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up efforts to improve broad parameters for developing healthy
competition among various players. It is critical that while
creating niche markets, in a competitive environment, various
participants do not lose sight of the ground rules of healthy
competition.

The Council issued sales illustration Circular on
3rd February, 2004 for adoption by all the insurers. It outlines
the standards and practices for sales illustrations in brochures
so that these are not ambiguous and the interest rates
projected to show return on investments are within the range
of 6-10 per cent. An initiative has also been taken to set up a
Mortality and Morbidity Bureau funded by the life insurers to
collect, collate and disseminate statistics pertaining to
morbidity and mortality experiences of insurers so that these
can be used for creating mortality and morbidity tables. A new
business report card is also on the anvil for reporting of monthly
business statistics.

General Insurance Council

The functions of the General Insurance Council include aiding
and advising the insurers carrying on general insurance
business in the matters of setting up standards of conduct
and sound practice and in the matter of rendering efficient
service to holders of policies of general insurance. Member
(Non-life) represents the Authority as Chairperson of the
Executive Committee of the General Insurance Council.

During 2003-04, the General Council met thrice. The Council
has deliberated on issues relating to the structure of
compensation / remuneration payable to agents vis-a-vis
brokers and continuation of 5 per cent special discount to
corporates. The Council has played a significant role in
addressing various areas of concern to the non-life industry.
The Council has also facilitated in arriving at a consensus on
implementation of the recommendations made by the Expert
Committee on remuneration to intermediaries.

Based on the deliberations of the General Council on
de-tariffing of motor insurance business, sub-groups were
constituted to review of Motor Vehicles Act, streamlining of
Solatium Fund and steps required to be initiated to implement
the recommendations of Mony Committee on Motor (OD)
de-tariffing. The Council has also expressed concern over
non-availability of data which was essential to prepare for
de-tariffing and steps have been initiated by the Council
towards setting up a data warehouse.

With a view to evolving sound practices for market conduct
and smooth functioning of the insurance industry, there is a
need to ensure that the industry takes steps towards
self-regulation. Such efforts are likely to go a long way in
curbing unhealthy practices. The Council has taken steps to
evolve a consensus in this direction.
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vii) Insurance Advisory Committee

The Insurance Advisory Committee consists of twenty five
members and represents the interests of commerce, industry,
transport, agriculture, consumer fora, surveyors, agents,
intermediates, organizations engaged in safety and loss
prevention, research bodies and employees’ associations of
the insurance sector. The Insurance Advisory Committee which
was first constituted in the year 2000 is to be reconstituted. In
2003-04 the Committee met twice to deliberate on regulatory
issues pertaining to renewal fee of Indian insurance
companies, introduction of derivative instrument as part of
eligible investment, review of statements attached to
Investment Regulations, specifying qualification of an actuary,
TAC Regulations on election of members, rural and social
sector Regulations and protection of policyholders
Regulations.

viii) Functioning of Ombudsman

The office of Insurance Ombudsman is another mechanism
put in place to make available an independent grievance
redressal mechanism to the policyholders without taking
recourse to the judicial framework, and thus a step in building
up the confidence of the policyholders in the system. The
Governing Council has appointed twelve Ombudsmen across
the country and has equipped them with the necessary
infrastructure. All insurers are required to honour the awards
passed by an Ombudsman, within a period of three months of
the Order. However, the customer, can opt out, in which case
other avenues for grievance settlement can be explored by
the aggrieved party. An Ombudsman, under the Rules, has
been entrusted with two functions, viz., conciliation and award
making.

The insurance Ombudsman is empowered to receive and
consider complaints in respect of personal lines of insurance.
The complaint has to be filed in writing, and addressed to the
jurisdictional Ombudsman within whose territory a branch or
office of the insurer is located. The complaint may relate to
any grievance against insurer; partial or total repudiation of
claims by the insurer; dispute in regard to premium paid or
payable in terms of the policy; dispute on the legal construction
of the policy wordings in case such dispute relates to claims;
delay in settlement of claims; and non-issuance of any
insurance document to customers after receipt of premium.

The financial limit for an Ombudsman is at present Rs.20 lakh.
The Redressal of Public Grievances Rules, 1998, where under
the Insurance Ombudsman is appointed, is complementary
to the regulatory functions of the Authority, which has been
mandated to take all necessary steps to protect the interests
of the policyholders. The institution of Ombudsman has evoked
a good deal of public appreciation.

The details of the complaints handled by the Ombudsmen in
2003-04 are at Table 29. An analysis of the complaints
disposed off by the Ombudsmen at different centers indicates
that the number of complaints is on the increase every year.
In 2003-04, 4,311 complaints were received by Ombudsmen
pertaining to non-life sector. This was in addition to 1396
complaints outstanding at the beginning of the year. 3,528
complaints were disposed off during the period under reporting.
In the life segment, 3,404 complaints were received during
the year, in addition to which 564 were outstanding at the
beginning of the year. 3,289 complaints were disposed off by
the Ombudsmen during 2003-04. As against this, during the
year 2002-03, 3898 complaints were received by Ombudsmen
pertaining to non-life sector, of which 2497 were disposed off,

TABLE 29
DISPOSAL OF COMPLAINTS BY OMBUDSMAN: 2003-04
Particulars Total No. of No. of complaints disposed off by way of Total Ratio
complaints Recommendation Awards ~ Withdrawal / Non  Dismissal Not  complaints (in per cent)
Settlement  acceptance entertainable disposed ofcomplaints
disposed
Life 3968 94 392 684 45 339 1735 3289 82.89
(2.86) (11.92) (20.80) (2.37) (10.31) (52.75)
Non-Life 5707 242 938 526 77 570 1175 3528 61.82
(6.86) (26.59) (14.91) (2.18) (16.16) (33.30)
Combined 9675 336 1330 1210 122 909 2910 6817 70.46
(4.93) (19.51) (17.75) (1.79) (13.33) (42.69)

Note: Figures in bracket indicate the manner of disposal of complaints — ratio (in Per cent)
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and in the life sector, 2481 were received out of which 1,917
were disposed off. The insurance ombudsmen disposed off
88 per cent of the complaints received by them during the
year 2003-04.

In the non-life segment, of the total complaints disposed off,
6.86 per cent were recommendations, 26.59 per cent were
rewards, 14.91 per cent were withdrawals/settlements, 2.18
per cent were non-acceptances, 16.16 per cent were
dismissed and 33.30 per cent could not be entertained. In the
life segment, of the total complaints disposed off, 2.86 per
cent were recommendations, 11.92 per cent were rewards,
20.80 per cent were withdrawals/settlements, 1.37 per cent
were non-acceptances, 10.31 per cent were dismissed and
52.75 per cent could not be entertained.

Kolkata received highest number of complaints with 1341,
followed by Mumbai and Delhi with 1044 and 884, respectively.
The Chennai centre received 858 complaints. The centre at
Guwahati received the least number of complaints at 218. The
total number of complaints received in 2003-04 increased by
21 per cent over the previous year, in comparison with 25 per
cent in 2002-03.

In cases where after filing of the complaint with the
Ombudsman, the insurance company and the insured agree
to work out a mutually acceptable agreement, the Ombudsman
acts as a mediator. The Ombudsman gives his approval to
the settlement arrived at by the two parties. Such settlements
are referred to as recommendations. In cases where the
parties agree to settle the claim between themselves, the
Ombudsman does not process the complaint. Such cases
are referred to as withdrawal/settlement. In certain instances,
the insurer files an appeal with the High Court against the
award given by the Ombudsman, these are referred to as
non-acceptances. In cases where the complaint is decided in
favour of the insurer, the complaint is dismissed, and instances,
which do not fall within the purview of the Ombudsman, are
referred to as non-entertainable.

In order to strengthen the framework of the insurance
Ombudsman and to provide a forum for exchange of ideas on
the various issues faced by the insurance Ombudsmen at
different centers, a re-orientation programme was conducted
by the National Insurance Academy, Pune. The programme
was attended by the members of Insurance Ombudsman
Advisory Committee and Insurance Ombudsmen from various
centers across the country. The Governing Body of Insurance
Council (GBIC) took note of the feedback and suggestions of
the participants which are under examination with the Authority.

The offices of Insurance Ombudsmen publish literature on
various avenues for redressal of policyholders’ grievances for
the information of the consumers. The list of Insurance
Ombudsmen is annexed to the Report.
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ixX) Review of performance of various
Committees set up by IRDA

Rangarajan Committee

Motor insurance, which forms about 40 per cent of the general
insurance market in the country, continues to be a loss-making
portfolio. The Authority received a number of representations
from various interest groups regarding implementation of the
revised motor tariff, which became effective from 1st July, 2002.
It was claimed, that the tariff structure notified was not being
adhered to by the insurers, and that implementation of the
revised tariff had resulted in a steep hike in the cost of
insurance cover in respect of certain categories of the insured.
The transport operators also represented against the
non-availability of cover in respect of third party liability to
property and lives. The insurers, on the other hand, put forward
their case indicating that it had become extremely difficult for
them to sustain the losses in the motor portfolio. The claims
ratio far exceeded the premium underwritten in the segment.
The motor portfolio is being subsidized by other profitable
segments of the non-life portfolio. Taking note of these
developments, the Authority constituted a Committee to
examine the various aspects of motor underwriting including
de-tariffing and pooling arrangements.

The Rangarajan Committee, while submitting its Report in
March, 2003 recommended:

o Quarantine of Third Party (TP) Liability insurance
business and its accounting in insurance companies’
books;

o Seek a review of the Statutory Liability for Third Party
liability for motor vehicle accidents. The Government of
India could be requested to consider this
recommendation;

° Set up an independent data bank under the TAC,
mandate insurance companies to supply data to the
bank, and draw on the data bank to justify the proposed
tariffs structure; and

° De-tariff the Own Damage segment of motor portfolio
under a competitive premium-setting model based on
file and use procedure with a time schedule for change
over.

The Authority, in consultation with the Chief Executives of the
non-life insurers, deliberated upon the recommendations of
the Committee, in May, 2003. It was the industry’s unanimous
view to implement the system of free pricing on the own
damage portion of the motor liability, with effect from
1st April, 2005.
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S V Mony Committee

With a view to paving the way for smooth transition to the
de-tariffed regime for the Motor OD segment, the Authority
constituted a Committee under the Chairmanship of
Mr. S V Mony. The Committee was set up to examine the
alternatives to prepare the road map for free market availability
of the products, and to recommend initiatives to be taken to
ensure a smooth transition from a tariffed market, including
adoption of differential tariff. The Terms of Reference of the
Committee were as under:

° Preparation of blueprint for pricing of motor insurance
(Own Damage) in line with the international best
practices;

° Examine the need for rating modules to be standardized
to avoid extremes;

° Necessity of the regime of “file and use” of the products
with the regulator in the absence of a tariff (actuarial
vetting and database);

Refusal to cover and excessive pricing;

Whether scope of cover needs to be uniform or free
market conditions could prevail; and

° Prevention of predatory pricing — steps and safeguards.

The Committee has since submitted its Report. During its
deliberations, the Committee examined various aspects
pertaining to de-tariffing of Motor OD in a time bound manner;
identification of the parameters for product pricing; market
practices prevalent in other countries; and took inputs from
the actuarial profession.

The recommendations of the Mony Committee
include:

° Ensuring orderly growth of the free market with adequate
safety mechanisms including continuation of the
Authority’s stipulated cap on loading (premium increase)
up to a maximum of 100 per cent in case of adverse
claims experience;

° Intervention (by the regulator) required to ensure access
to affordable insurance policies and to ensure solvency
of the insurers;

° Third Party Liability (TPL) cover which is mandatory to
be “quarantined” from removal of tariffs;

° The Regulatory framework should ensure that cover is
not denied to a prospective policyholder;

° Evolution of a “competitive premium setting model” in
due course;

° The insurers to justify pricing of their products through
the ‘file and use’ procedure; and
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° Tariff hikes to be supported by statistical data.

Consumer Advisory Committee

A Consumer Advisory Committee advises the Authority on
various consumer related issues from time to time. The
Authority has activated its Consumer Grievance Department
on the basis of the recommendations of the Committee.

Expert Committee on Remuneration to
intermediaries

The Authority vide order No. IRDA/CIR/022/2003 dated
1st September, 2003 constituted an Expert Committee under
the Chairmanship of Mr. A. C. Mukherjee. The terms of
reference of the Committee included:

o Examination of (i) continuation of the prevalent practice
of 5 per cent discount in lieu of agency commission;
(ii) allowing special dispensation for PSUs/corporate
clients; (iii) linkage of discount with the paid up capital of
the insured; and (iv) differential rates of commission/
remuneration in respect of agents and brokers.

° Examination of the role of brokers in (i) spreading risk
awareness and insurance penetration; (ii) provision of
value added services; and (iii) compensation/
remuneration paid should be commensurate to the
services provided.

° Examination of the regulatory safeguards for ensuring
proper market conduct and examining the feasibility of
the referral model. The Committee was also required to
examine the need for introducing legislative/regulatory
changes and matters relating to long term development
of the distribution channels.

The Expert Committee submitted its Report to the Authority
on 12th December, 2003. The recommendations of the
Committee broadly cover the following aspects:

° Introduction of intermediaries in the insurance market
was aimed at introducing competition in the market. On
the other hand, controlling prices, product features and
commission structure as is prevalent in its present form
of tariff structure encourages rebating/malpractices.
De-tariffing of the market with introduction of Pure Risk
rate regime not later than by 1st April, 2006 has been
recommended to create competitive environment.

° Continuation of the 5 per cent special discount for
Corporate bodies — in the private and public sector in
respect of fire and engineering segments, till de-tariffed
market is introduced. The Committee found no
justification for sudden withdrawal of the discount.

° The differential remuneration packages between the
agents and brokers be maintained as the latter have
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additional responsibilities and functions to discharge. The
maximum brokerage payable should be higher than the
agency commission.

On the basis of the recommendations of the Expert Committee,
the remuneration structure for insurance agents and brokers
has been rationalized, by allowing them to access a wider
customer base.

The other recommendations of the Committee are being
examined by the Authority.

Monitoring of Systemically Important Financial
Intermediaries

With increasing integration of financial markets, restructuring
and consolidation in the financial sector, inter-linkages with
subsidiaries and growing overlap of banking and non-banking
activities of financial institutions, issues of systemic stability
have acquired new dimensions that require a proactive stance
so that the gains of financial stability are further strengthened.
The three regulatory bodies in the financial sector, i.e., RBI,
SEBI and IRDA, decided to establish a special monitoring
system for Systemically Important Financial Intermediaries
(SIFIs). The monitoring system encompasses:

° a reporting system for SIFIs on financial matters of
common interest to RBI, SEBI and IRDA;

° the reporting of intra-group transactions of SIFls; and

° the exchange of relevant information among RBI, SEBI
and IRDA.

A nominee from the Authority was co-opted on the present
RBI-SEBI Technical Committee. The inter-regulatory working
Group examined the establishment of a reporting system for
the SIFls. The Group has since submitted its Report, and the
same has been made public. Steps have been initiated by
the respective regulator to collect information from the
designated entities for effectively monitoring the SIFls.

High Level Co-ordination Committee on
Financial and Capital Markets

The HLCCFCM comprises of the Reserve Bank of India (RBI),
Securities and Exchange Board of India (SEBI) and Insurance
Regulatory and Development Authority (IRDA). The Committee
has been assigned the responsibility for coordinating,
regulating, reviewing and monitoring the developments in the
financial markets including capital market by identifying
regulatory gaps in the system and the areas in which
coordination between regulators is essential on account of
the various overlaps in their functioning.
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During the year under review, the Committee discussed issues
relating to:

° Feasibility of permitting insurance companies to
participate in exchange traded derivatives;

° Concerns expressed by the Joint Parliamentary
Committee on the need for inter-regulatory coordination
and setting up a system for surveillance and monitoring
of developments in the capital markets;

° Grant of permission to resident Indians other than in
SEZs to avail insurance cover from overseas insurance
companies; and

° Permitting Indians travelling abroad to avail of overseas
insurance cover.

In order to ensure regular review of the positioning in the
financial markets, the HLCCFCM approved constitution of
three Technical Committees for RBI Regulated Entities, SEBI
Regulated Entities and IRDA Regulated Entities.

Technical Committee of IRDA Regulated Entities

The Technical Committee of the IRDA Regulated Entities was
constituted in January 2004. The Committee comprises of
representatives from the Authority, and one representative
each from SEBI and RBI.

The Terms of Reference of the Committee are:

° To provide an inter-agency forum to review exposure of
the insurance sector to the capital market with a view to
identifying any unusual developments resulting from
such exposures;

° To decide on sharing of information with investigative/
intelligence agencies in case of suspected market
conduct;

° To develop benchmarks for parameters that may serve
as early warning signals of any emerging irregularities
relating to insurance sector exposure in the capital
market;

° To coordinate action with other regulators based on the
early warning system developed by the Committee; and

° In case of any policy matter of wider interest requiring
inter-regulatory co-ordination, the Committee would
inform the Ministry of Finance to call for a meeting of the
HLCCFCM, otherwise the Committee would coordinate
action on the early warning system.

The Technical Committee met once during the year to
deliberate on the issues of concern to the Authority, and to
examine feasibility of sharing information with other regulators
to monitor the market conduct of the insurers and insurance
intermediaries.

The Authority’s representatives also participated as member
of Technical Committees for RBI Regulated Entities and of
the SEBI Regulated Entities. The terms of reference of the
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three Technical Committees constituted by IRDA, RBI and
SEBI are identical.

Working Group on Health Insurance

A Working Group has been set up on health insurance under
the aegis of US AID program. The Working Group which was
constituted in August 2003 is expected to identify impediments
in development of health insurance sector in the country and
recommend steps to be taken for their early resolution. It is
envisaged that the deliberations of the Group would facilitate
development of National Health Insurance including managed
care plans.

The Group has representatives drawn from Ministry of Health,
Ministry of Finance, TPAs, insurance companies, NGOs, self
funded groups, and the Authority.

The Terms of Reference of the Working Group are as under:

° Role and services to be provided by Third Party
Administrators and possible expansion of the Authority’s
regulatory framework;

° Standardization of contracts, data, forms and systems
with respect to health insurance policies and TPA
intermediation with insurance companies, other
mechanisms of health care financing, and health care
providers;

° Role of the Authority regarding various modalities for
health care financing;

° Role of the Authority in ensuring that the health care
providers comply with the minimum requirements of
licensing and accreditation and in monitoring quality of
care (for instance, Quality of Care Reports by TPAs -
identification of health care providers and their legal and
accredited status, performance, claims, etc); and

° Inter-institutional coordination for comprehensive
approach for the development of health insurance and
of the various intermediaries (viz., Ministry of Health,
health care professional associations, and the like).

On the basis of the deliberations of the Working Group, the
Authority constituted a Sub-Group to examine issues relating
to the creation, collation, storage and retrieval of the health
insurance data for the reference of various stakeholders. The
Mission of the Sub Group was:

° Examine the current data available among stakeholders
in healthcare transactions and evaluate the possibility
of capturing this data;

° Evaluate the possibility of standardizing common
(required) data elements and collection patterns of this
data;
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° Identify standard coding systems for capturing data such
as diagnosis, medical procedures, clinical observations
which can be applied by these stakeholders;

° Analyze the creation of a data warehouse whereby data
is stored and accessed by the industry to benefit from
actuarial analysis of this data; and

° Use data to develop and price new health insurance
products to suit the various affordability and geographic
health needs of the country’s populace.

The Sub-Group was also entrusted with the task of considering
approaches of alternative health funding plans and practices.
These, however, were considered to be premature for the
Indian market and were deferred.

The Sub Group in its Report has recommended standardization
of data submission formats for TPAs and insurers, introduction
of coding systems and standards, and creation of the National
Health Data Repository (NHDR). The Authority decided that
the Tariff Advisory Committee (TAC) would undertake the role
of the repository.

The other recommendations which have been endorsed by
the Sub Group include:

° Establishing a pilot for data collection in collaboration
with insurance companies and TPAs, with the initial
project for collection for the last two financial years;

° Developing a schedule for the pilot project and for
participation by insurance companies and the TPAs;

° Developing standard data elements to support insurance
proposal and claims data including diagnosis and
procedure data. The target date for implementing the
standardized data was fixed for 1st April, 2005;

° Establish a unique 14 digit identifier for all insured
persons following the specified methodology. Potential
implementation and operational scenarios are to be
developed to manage the allocation and use of these
numbers;

o Tariff Advisory Committee to take on the role of the
national data repository;

° Seek co-operation and support of the Ministry of Health
and Family Welfare; health providers and insurance
companies in establishing the national data repository;
and

° Develop conditions for funding, acquisition, management
and access to the data repository, including data
development and standardization of training and quality
assurance.
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The Working Group has set up three sub-groups to facilitate
implementation of the various recommendations:

° reconstituted data sub-group to implement the accepted
recommendations;

° enabling environment for standalone health insurance
companies; and

° pre-existing conditions in health insurance policies and
innovations in private health insurance.

Task Force on Earthquake pool

At the instance of GIC, the Executive Committee of the General
Insurance Council examined the proposal for dealing with the
insurance of earthquake risk on a collective basis by the
market. The Executive Committee has set up a Task Force to
consider various aspects of setting up such a pool. A Working
group of the Task Force has been constituted primarily to
collect data and to make an in-depth study of the issues
involved. Mr. C.N.S. Shastri, Advisor to the Authority is the
Convener of the Working Group, with representatives drawn
from Loss Prevention Association of India, Tariff Advisory
Committee and the corporate sector. Representatives from
GIC and other insurers were also invited at the meetings.

The deliberations of the Working Group were incomplete in
the absence of necessary statistics and efforts are being made
to collect the required data. Once the data is collected, the
Working Group will resume its work and make
recommendations after obtaining the views of the public and
all sections of the market. It is then expected that the market
will move in the direction of providing insurance cover for
earthquake risk on a collective basis.

It may be noted that a special market level scheme is in place
for insurance of earthquake risks. The scheme offers a
systematic channel to provide prompt compensation to the
public after a loss, with minimum distribution cost. It also
encourages the public to take an active interest to protect
themselves against catastrophes instead of waiting for relief
from the Government.

X) Review of the Advisory Functions
Performed by the Authority

Ministry of Statistics and Programme
Implementation

The Authority is coordinating with the Ministry of Statistics and
Programme Implementation based on the recommendations
of the National Statistical Commission. The scope of the
statistics proposed to be compiled for the insurance sector
include income and expenditure; assets and liabilities; sources
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and uses of funds; investments; and operations of insurance
companies covering aspects such as life and non-life business,
reinsurance, pensions, superannuation, health insurance and
crop insurance. The Authority has been made the nodal point
for collection and dissemination of statistics pertaining to the
insurance sector.

However, it is difficult to collect critical data since the public
sector insurers who account for nearly 90 per cent of the
insurance business in the country are at various stages of
computerization. A study of the formats adopted by the insurers
for capturing basic data reveals that certain fields have been
identified as mandatory while others are not mandatory.
Further, it has been observed that at the time of keying in
data at the branch level, while information pertaining to
the mandatory fields is captured, those pertaining to the
non-mandatory fields need not necessarily be captured.
Consequently, the recommendations of the National Statistical
Commission cannot be implemented straight away unless
information pertaining to these non-mandatory fields is also
made available.

Consultative Group on Micro-insurance

The Government constituted a Consultative Group on
Micro-insurance to examine the existing insurance schemes
for the rural and urban poor under the existing regulatory
framework. The Consultative Group was set up with a view to
developing an enabling framework for developing and
promoting micro-insurance initiatives. The Authority’s
representative on the Group was Mr. T. K. Banerjee, Member
(Life). The Group has since submitted its Report on the
‘Viability And Capital Requirements For Micro-Insurers.’

Advisory/Technical Groups of the RBI

The RBI has constituted Advisory/Technical Groups under the
Standing Committee on International Financial Standards &
Codes. The Authority has given its recommendations on issues
pertaining to insurance sector and status of the regulatory
body with respect to the observance of Insurance Core
Principles, laid down by the International Association of
Insurance Supervisors (IAIS) as Supervisory Standards.

Working Group on Electronic Funds Transfer
for Capital Markets

With a view to examining the growing requirements of various
sectors of the economy and the demand for further
improvement in the Fund Transfer facilities, a Working Group
on Electronic Funds Transfer for the Capital Markets was
constituted by the Reserve Bank of India in May 2004. The
Group comprised of representatives from Reserve Bank of
India, Securities & Exchange Board of India, Indian Banks
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Association, National Stock Exchange, Bombay Stock
Exchange, National Securities Depository Limited and
Insurance Regulatory and Development Authority.

The Working Group has since submitted its Report to the
Deputy Governor, RBI in September 2004.

Working Group on Conflicts of Interest in the
Indian Financial Services Sector

There is an increasing concern internationally about the impact
of conflicts of interest in the financial sector. Legislative and
regulatory measures have been adopted by different countries
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to ensure that conflicts of interest are not allowed to
compromise the interest of stakeholders and public at large.
These measures are intended to have a positive impact on
investor confidence, efficacy of the regulatory framework and,
above all, the credibility of those associated with the financial
services. Accordingly, the RBI in consultation with Chairman,
SEBI and Chairman, IRDA, proposes to constitute a Working
Group on avoidance of conflicts of interest. The Working
Group will identify the sources and nature of potential conflicts
of interest, the international practices to mitigate this problem,
the existing mechanisms in India in this regard and make
recommendations for avoidance of such conflicts of interest.
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PART III

STATUTORY FUNCTIONS OF THE AUTHORITY

a) Issue to the applicant a certificate of
registration, renew, modify, withdraw,

suspend or cancel such registration

The Authority issued certificates of registration to the following
new entrants:

e Agriculture Insurance Company Ltd., for underwriting crop
insurance (certificate issued on 29th October, 2003); and

e Sahara India Life Insurance Company Ltd., (certificate
issued on 6th February, 2004).

The Certificate of registration issued to each of the existing
insurance companies in life and non-life sectors has been
renewed in terms of section 3A of the Insurance Act, 1938. As
Agriculture Insurance Company had paid the renewal fee after
the due date i.e., 31st December, 2003, the insurer was asked
to clarify the position.

The Authority did not modify, withdraw, suspend or cancel the
certificate of registration of any insurer.

The Authority suspended the licenses of the following brokers
for contravention of the provisions of the Insurance (Brokers)
Regulations, 2002:

i) Corporate Risks India Pvt. Ltd.: The license of the broker
was suspended in view of the complaints received by the
Authority about certain irregularities in the placement of
reinsurance contracts by them. The suspension has since
been revoked after the Authority conducted an inquiry.
However the Authority has asked the broker to comply
with stipulations with regard to conduct of business.

ii) M/s Avani Insurance Services Pvt. Ltd.: The company
was taken over by M/s Berger Paints (India) Ltd., through
acquisition of the entire equity shareholding. As the
Authority was unable to assess the ability of the acquirer
to meet the requirements of the aforesaid regulations and
in the overall interest of the policyholders, its license was
suspended till such time the acquirer demonstrated the
ability to comply with the requirements of the Regulations.

M/s Mars Insurance Brokers Pvt. Ltd.: The broker failed
to submit half yearly financial returns as per the provisions
of the regulations. As the broker failed to respond to the
show cause notice, the Authority suspended the broker’s
license. The suspension was revoked when the broker
submitted an undertaking that the Principal Officer shall

ii)
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ensure compliance of the regulations regarding

submission of various returns.
b) Protection of the interests of the
policyholders in matters concerning
assigning of policy, nomination by
policyholders, insurable interest,
settlement of insurance claim, surrender
value of policy and other terms and
conditions of contracts of insurance

The Authority attaches considerable significance to the
protection of policyholders, and has drawn the attention of
insurers to various provisions of the Protection of Policyholders
Regulations and advised them to comply with the same. On
its part, a Cell headed by a Deputy Director was constituted in
the Authority to follow up complaints/grievances of the insured.
Each complaint is taken up with the respective insurer for early
resolution. In exercise of the powers under Section 64U(M)
and 102 of the Insurance Act, 1938, the Authority has, in
specific instances, issued instructions to the insurers to
discharge their liabilities under the policies issued by them.

The Authority for the benefit of the consumers has directed all
life insurers to provide premium rates with the facility of
premium calculator on their respective websites in order to
ensure transparency and openness in the computation of
pricing of their policies. A recent development in this direction
is the decision of the Executive Committee of the Life Council,
to adopt standards of good conduct and sound practices under
the provisions of Sec 64J(1)(a) of the Insurance Act, 1938.
These standards provide service parameters with respect to
product design, brochures, premium receipts, illustrations on
the products, policy information statement and provision for
issuing an annual statement to the policyholders.

The Authority also directed the life insurers to display the latest
Net Asset Value (NAV) of unit linked policies along with the
date of valuation. Other initiatives taken by the Authority
include directives to ensure that life insurers do not offer
premium rates other than those filed with the Authority; and
inform the policyholders about the sources from which NAV
can be accessed through insertions in the premium Notices/
Receipts issued to them. These initiatives are made public
by the Authority through its website.

Non-life insurers and the TPAs have been advised against
entering into any agreement at the instance of their clients for
the sake of business consideration and charging separate fees
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in addition to insurance premium. Such Agreements are
considered to be outside the scope of IRDA (TPA — Health
Insurance) Regulations, 2001.

During 2003-04, insurers were directed to strictly adhere to
the File and Use procedure and not to introduce any product
or amend the existing products without prior approval of the
Authority.

c) Specifying requisite qualifications, code of
conduct and practical training for
intermediary or insurance intermediaries
and agents

During 2003-04, the Authority has issued directions, circulars,
orders and communications on the requisite qualifications,
code of conduct and practical training to insurance
intermediaries and agents to ensure that provisions of
Insurance Act and regulations framed there under are complied
with. These include:

e Insurers and designated persons to ensure compliance
with the requirements of practical training for renewal of
license of insurance agents and corporate agents. The
curriculum for training is required to cover directions issued
by the Authority, new products launched by the insurers,
taxation aspects, protection of interests of policyholders
and Code of Conduct applicable to agents.

e The Administrative Staff College of India (ASCI),
Hyderabad has been recognized as the institute to impart
practical training and conduct examination for CEOs/
CAOs of the licensed TPAs. The CEO/CAO of the TPAs
are mandated to undergo 100 hours of practical training.
This requirement is to be complied within a period of two
years from the date of registration of a TPA. The module
finalized by ASCI comprises of online in-house training
and 3-day practical training. The Second batch of training
for the CEO/CAOQ was held in September, 2003. Although
the Regulations require the CEOQ/CAO to undergo practical
training of 100 hours, the Authority has advised the TPAs
to nominate more than one person for the said training.
This would facilitate capacity building and take care of
any contingencies which may arise.

e The requirement for CEOs/ CAOs of TPAs to acquire the
Associateship of Insurance Institute of India was extended
upto May, 2004.

e With the publication of IRDA (Licensing of Corporate
Agents) Regulations, 2002 it was notified that the
designated person responsible for grant of individual agent
licenses would also be competent to issue corporate
agency licenses. The Indian Institute of Bankers, Mumbai
has been designated as the examining body for grant of
certificate to the employees/ officers of banks. The syllabus
in this regard has been approved by the Authority. The
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employees and officers of the banks can undergo training
with the existing accredited institutes or the training
institutes of banks, approved by the Authority.

e The head office training centers of the public sector
non-life insurers and Management Development Centre
of Life Insurance Corporation, Mumbai have been granted
approval for imparting training to persons wishing to
appear for the examination of insurance brokers. National
Insurance Academy (NIA), Pune; College of Insurance,
Mumbai; and three private institutes have also been
approved by the Authority. NIA has been designated as
the examining body for brokers.

The Authority has also specified code of conduct, and rights
and duties for intermediaries and agents. Member (Actuary)
is representing the Authority on the Disciplinary Committee of
the Insurance Brokers Association of India.

d) Specifying the code of conduct for surveyors
and loss assessors

A number of steps have been initiated to implement the code
of conduct for surveyors and loss assessors. In this direction,
non-life insurers have been advised to bring to the notice of
the Authority and also to furnish details of instances, along
with reasons thereof, where more than one surveyor has been
deputed; and surveyors have been blacklisted without
intimating the Authority. All non-life insurers are required to
implement the system of surveyors and loss assessors, and
the Authority periodically seeks reports from the insurers in
confirmation of the same.

e) Promoting efficiency in the conduct of
insurance business

In an increasingly competitive environment, insurers are
introducing various innovations aimed at increasing the spread
of insurance and also to bring down the cost to the insurers.
The insurers are also conducting in-house training/professional
development programmes. Payment of insurance was a
tedious work for the insured. To make it easier the Authority
has allowed payment of insurance premium through cheques,
demand drafts, pay orders, banker’s cheques, postal money
orders, credit/debit cards, and through internet and e-transfer.
The insured can also issue standing instructions to the banks
for direct transfers towards installments. These efforts are likely
to bring down the costs of procuring insurance cover, thereby
reducing the premium costs. These efforts indirectly increase
to some extent insurance penetration.

At the annual conference of the CEOs of the insurers, held in
May, 2003, the insurers apprised the Authority about their goals
and objectives. Improving efficiency in the conduct of insurance
business was discussed in the light of high management
expenses. While the operating expenses of the public sector
non-life insurers have been high on account of the excessive
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manpower, the insurers which had commenced operations
during the post liberalization era, were faced with an expense
over load on account of the need to stabilize operations.
Insurers have initiated steps at the operational levels to
promote efficiency. In view of the above, various alternatives
to reduce management expenses were discussed.

Rating guidelines were issued to the life insurance companies
for standardizing market practices on profit sharing/experience.
These guidelines are required to be complied with while filing
products under the Group Insurance schemes.

Allinsurers are required to file their products with the Authority
under the “File & Use” procedure. Deficiencies in interpretation
of the requirements provided for in the regulations, and
inadequacies on account of complete details not being
furnished to the Authority resulted in avoidable delays in
clearing the products. In order to reduce such delays,
guidelines were issued to the life insurers to comply with
specific requirements while filing products under the File &
Use procedures.

f)  Promoting and regulating professional
organizations connected with the insurance
and reinsurance business

Institute of Insurance & Risk Management

The liberalization of the insurance sector must necessarily
include efforts to bring market practices and professionalism
to world standards. With increasing competition and in order
to succeed in the new “market disciplined industry”, companies
must display the ability to deliver high quality insurance and
risk management services in line with the aspirations of the
industry, commerce and the public. This requires high level of
technical expertise and managerial capability in meeting the
competition and the challenges which are thrown up on
account of globalization, liberalization, financial convergence,
consumerism and technological advancement.

The establishment of IIRM was in response to the needs of
enhancing expertise in the subjects of insurance, actuarial
science, risk management and related disciplines in the context
of the contemporary challenges facing the Indian insurance
industry. The knowledge and competencies in critical areas
of underwriting, claims, investment, asset-liability
management, marketing and customer service etc., are likely
to play a significant role in the process of value creation in
insurance and financial services sector.

IIRM, to achieve this vision, has actively sought the
collaboration and cooperation of relevant institutions and
individuals. It has received local and international support in
its initiative, as is reflected in the activities and programs
conducted jointly with international bodies namely UNCTAD,
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World Bank, IAIS, OECD, INPRS, FSI and other insurance
regulatory authorities. IIRM is in the process of strengthening
its linkages with universities and insurance institutes to develop
its educational, training and research projects. The Institute,
through its collaborative network, is involved in providing
services in the fields of Research and Consultancy; Advanced
Technical and Management Programs; Post-Graduate
Education; Conference and Events; Insurance Regulators &
Supervisors Training and Publications.

IIRM has hosted OECD /INPRS 2nd Conference on Private
Pensions in Asia and the 2nd Asia Pacific Regional INPRS
Meeting; an industry forum on “Current Developments & Future
Prospects in the Indian Insurance Industry; Intensive courses
on Marine Insurance, Marine Cargo Risk Management and
Reinsurance; and Seminar on Financial Reporting and
Accounting Standards in the Insurance Industry.

IIRM in collaboration with UNCTAD has launched the
International Post Graduate Diploma in Insurance (IPGDI)
course to cater to the insurance industry’s requirement for
qualified professionals in the evolving business environment.
IPGDI is the only international insurance qualification which
aims at meeting the needs of emerging markets to rapidly
build domestic insurance expertise and human capital in the
insurance sector.

IIRM aims at creating a niche for contributions to research,
and has established a Research Center, with the support of
organizations such as the Swiss Re. The Research Center
commenced its activities in January, 2004. IIRM is also
committed to delivering diversified programs which will support
the progressive expansion of the Indian insurance industry, at
the domestic level and in the emerging insurance markets.

Institute of Surveyors and Loss Assessors

The Government of India had set up the Surveyors and
Loss Assessors Committee, under the Chairmanship of
Mr. K. N. Bhandari to examine the need for promoting a
separate institute for surveyors and loss assessors as an
autonomous body. The Committee recommended setting up
of the Institute as a self-financing and self-regulating body,
with the objective of bringing professionalism in the activities
of surveyors and loss assessors.

The Authority as a follow up on the recommendations,
appointed Mr. G. V. Rao, with the following terms of reference:

e To assistin promoting the Institute of Surveyors and Loss
Assessors as a self-financing and self-regulated institute
on the model of Institute of Company Secretaries or
Chartered Accountants for the purposes of setting norms
and standards; conduct of examinations, undertaking
teaching and research and enforcing the code of conduct
of the members;



ANNUAL REPORT 2003-04

e To assist the IRDA in implementation of the
recommendations of the Surveyors and Loss Assessors
Committee as accepted by the Government of India and
examination of other issues connected therewith;

e Torecommend the draft of amendments, change or review
required in the Surveyors and Loss Assessors Regulations
and Section 64UM of the Insurance Act, 1938; and

e Any other matter connected or incidental to the provisions
of the Insurance Act, 1938 pertaining to Surveyors and
Loss Assessors and Regulations made there under and
the circulars, notices or orders issued by the Authority in
this context from time to time.

On the advise of Mr. G.V. Rao, an ad hoc Committee has since
been constituted comprising of functional and categorized
licensed surveyors on the recommendation of the non-life
insurance companies, drawn equally from the metro and
moffusil areas across the country, and the nominees of the
existing surveyors’ institute. The ad hoc Committee has been
entrusted with the work of preparation of Memorandum and
Articles of Association, election of office bearers, budgetary
issues and with preparation of the draft syllabus for the
proposed institute.

Levying fees and other charges for carrying
out the purposes of this Act

9)

The Authority levies both registration and renewal fees from
the insurers and various intermediaries associated with the
insurance business. During the year under reporting, the
Authority did not modify any regulations pertaining to payment
of fees paid by the insurers and the intermediaries to the
Authority. The Schedule giving details of application/
processing/ registration fee payable by the insurers, surveyors
and loss assessors and intermediaries including agents, TPAs,
brokers and corporate agents is placed at Statement 27.

It would be recalled, that the Authority had reduced the
levy for renewal of registration of insurers to 10 per cent
of 1 per cent of the gross premium for the years 2001-02 and
2002-03. The relaxation was further extended to 2003-04. The
renewal registration fee now stands at 10 per cent of 1 per
cent of the gross premium or Rs.50000, whichever is higher.
However, the ceiling on the renewal fee is Rs.5 crore. The
regulations also have penal provisions in case of delay in
payment of requisite fees.

h) Calling for information from, undertaking
inspection of, conducting enquiries and
investigations including audit of the
insurers, intermediaries, insurance
intermediaries and other organizations
connected with the insurance business

The Authority carried out on-site inspections in specific
instances. On-site inspections which commenced in 2002-03,
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continued in 2003-04 covering insurance companies,
intermediaries and other organizations associated with
insurance business. Inspections have been carried out (i) in
cases where the findings of off-site inspections necessitated
a more detailed on-site inspection; (ii) where the Authority has
received specific complaints; and (iii) investment audit as part
of the annual exercise. The Investment Audits of the insurers
have been carried out by teams comprising of independent
auditors and the officers of the Authority. To facilitate off-site
inspection, all insurers and other intermediaries are required
to furnish periodic statements of their activities. The returns
which can broadly be classified on the basis of periodicity
(monthly, quarterly and annual), furnish details of the business
undertaken during the reporting period through the financial
statements, investments held, maintenance of the solvency
margin, reinsurance transactions and actuarial valuations. In
addition, the Authority reserves the right to call for any other
information as it may deem necessary in carrying out its
functions.

Thus, broadly, the inspections have been in the nature of
(i) overall inspection of the insurance companies; and
(ii) targeted inspections, carried out to verify or otherwise the
specific instances of breach of the provisions of the Insurance
Act, 1938 and the regulations framed there under or specific
instructions issued by the Authority.

On-site inspection of life insurance companies was carried
out to address issues of regulatory concern, which include
manner of reporting in financial statements, deficiencies
noticed in the Actuarial and Investment returns filed with the
Authority, non-compliance with the specific provisions of the
Insurance Act, 1938 and the manner in which the business of
the insurers was being carried out, including issues of market
conduct. The on-site inspections are followed up by interaction
with the insurers at regular intervals to ensure that the
anomalies pointed out by the inspection teams are rectified/
clarified.

Specific cases of inspection included, enquiry in the context
of the compliance with the requirements of the rural sector
obligations under Section 32B and 32C of the Insurance
Act, 1938. Invoking the provisions contained in section 105B
of the Insurance Act, a penalty was imposed on an insurer for
non-compliance of obligations towards rural and social sectors.
The penalty was later withdrawn after being satisfied through
on-site inspection that the said insurer had actually complied
with the obligation.

The IRDA (Assets, Liabilities, and Solvency Margin of Insurers)
Regulations, 2000 lay down the manner in which non-life
insurers are required to create reserves for outstanding claims
and reserve for Incurred But Not Reported (IBNR) claims. In
such determination, the appointed actuary is required to follow
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the Guidance Notes issued by the Actuarial Society of India in
concurrence with the Authority, and within the framework of
the directions issued by the Authority on the same. To assess
the adequacy of the reserves created inspection of non-life
insurers was carried out. The Authority has on many occasions
drawn the attention of the non-life insurers to the need to make
adequate provision for claims.

Following numerous complaints against Third Party
Administrators (TPAs), activities of the TPAs, adequacy of
infrastructure and the network to provide value added services
to the insured were inspected. The claims handling procedures
and the grievances of the insured were also looked into during
the on-site inspections.

Similar on-site inspections of the licensed insurance brokers
were also carried out covering areas such as, availability of
infrastructure, human resources — presence of professionals
as provided for in the regulations and their ability to perform
the assigned duties in line with the details furnished at the
time of registration, and whether the brokers are abiding by
the code of conduct laid down in the regulations.

Inspections of the agents’ training institutes were also carried
out by the Authority to check compliance with the requirements
laid down for training of agents in both the life and non-life
insurance business. On coming across gross violations, which
included absence of mandatory infrastructure and facilities;
non-availability of mandatory records; deficiencies in the
training imparted; and functioning of training institutes on basis
of franchisee agreement, the Authority took steps to ensure
that the quality of training of the agency force was improved.
In this background, fresh guidelines have been issued
regarding accreditation of the agents’ training institutes.

As part of its efforts to strengthen the regulatory framework
through access to specific information, the Authority has been
issuing instructions to the insurers (both life and non-life) to
submit additional reports as per the prescribed formats. These
include:

1. Particulars of all persons paid remuneration whether by
way of commission or otherwise where such remuneration
exceeded such sum as required under 217(2A) (a) of
Companies Act, 1956 read with Companies (Particulars
of Employees) Rules, 1975, as part of the annual accounts
of the insurers;

2. Details of equity holding pattern of insurers to reflect the
foreign equity holding in insurance companies, on a
quarterly basis. As part of the quarterly returns, the
insurers are also required to furnish the particulars of the
equity holding pattern of the Indian promoters of insurance
companies; and

3. All non-life insurers are required to furnish details of any
deviations from the annual reinsurance programme filed
with the Authority. During the year, several instances of
non-life insurers deviating from the reinsurance
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programmes filed with the Authority were noticed. Such
deviations result in the net exposures of the insurers
increasing beyond prudential limits, and is a matter of
concern to the Authority. Increased retentions, particularly
if these are disproportionate to the shareholders’ funds or
to the volume of business carried out by the insurer, can
adversely impact the solvency of the insurers.

i) Control and regulation of the rates,
advantages, terms and conditions that may
be offered by insurers in respect of general
insurance business not so controlled and
regulated by the Tariff Advisory Committee
under section 64U of the Insurance Act,
1938 (4 of 1938)

All insurers carrying on non-life insurance business are
required to file their rates, advantages, terms and conditions
with the Authority 30 days prior to the use of an insurance
product. The “file and use” system implemented for non-tariff
class of business encourages companies to offer insurance
at competitive rates and facilitates the insurers’ response to
changing market conditions. It also provides flexibility in the
types of policy forms which can be used by insurers, besides
allowing them to create a broader “menu” of products for their
customers.

All non-life insurers are required to file a profile of the new
products alongwith inputs for determining their price. This
profile is accompanied by a statement from the advocate that
the terms and conditions offered are not prejudicial to the
policyholders’ interests. In certain cases, the Authority may
also seek the opinion of the appointed actuary to verify the
veracity of the pricing assumptions and related statistics. The
Authority reserves the right to raise queries, within 30 days of
the receipt of the insurance product, to ascertain as to whether
launching of the said product is in the interest of consumers;
facilitates development of the insurance market; is free from
false promises/allurements; is self sustainable and is not
dependent on subsidy of premium from other class/ category
of insurance customers, etc. The Authority also reserves the
right to suggest modifications in the profile and pricing of the
product.

During the year, non-life insurers were advised to design
professional indemnity cover for insurance brokers. Other
areas in which the insurers are being encouraged to take
initiatives are health products and to provide cover to the
agricultural sector.

The Authority issued instructions to non-life insurers permitting:

e Coverage for fire insurance on first loss basis under
householders’ package policies; and

e Issue the comprehensive package policy under CPM -
Equipment insurance policy.
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While providing coverage for industrial risks, insurers have
been advised to ensure that in cases where both tariff and
non-tariff products were insured, adequate care needs to be
taken to ensure that the “File and Use” procedure is adhered
to and that the terms and conditions of the tariffs are not
contravened with.

The company-wise details of the products filed by the non-life
insurers under the “file and use” procedure, during 2003-04,
are at Annex VII.

In case of tariff products, the insurers are required to ‘file’ the
products and pricing details with the Tariff Advisory Committee
(TAC). The activities of TAC have been covered under Part Il (n).

i)  Specifying the form and manner in which
books of account shall be maintained and
statement of accounts shall be rendered by
insurers and other insurance intermediaries

The Authority issued a number of clarifications on the
regulations for preparation of Financial Statements and
Auditors Report by the insurance companies covering various
aspects pertaining to segment reporting, cash flow statement,
managerial remuneration, related party transactions, transfer
of securities to policyholders’ accounts, guidelines for
recognition of claims, bank reconciliation as at 31st March,
catastrophe reserves, investments of policyholders’ and
shareholders’ funds, disclosures pertaining to social sector
business, preliminary expenses, actuarial valuation of claims
payment for more than 4 years, treatment of premium
deficiency, treatment of charge on the credit card, unallocated
premiums, premium received in advance, contingent liabilities,
and permission to open SGL Account with RBI at the
headquarters of the insurer.

The Authority prescribed two additional Annexes requiring
insurers to furnish (i) summary of financial statement as per
the specified format and (ii) give details of the prescribed
performance ratios. Details of both these aspects are to be
furnished covering a period of five years. Exemption was
granted to public sector non-life insurers in 2002-03 from
creation of Reserve for Premium Deficiency, preparation of
cash flow statement as per direct method and actuarial
valuation of claim liability, which was withdrawn in the year
2003-04.

In view of the difficulties expressed by insurers in fair valuation
of actively traded equity shares as on the Balance Sheet date,
based on the last quoted closing price at the stock exchanges
where the securities are listed, the Authority issued a
clarification relaxing the provision to permit such valuation to
be carried at the last quoted closing price at the National Stock
Exchange/Bombay Stock Exchange for finalization of Balance
Sheet.
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The Authority also laid down parameters for transfer of
securities by life insurers between the shareholders’ and
policyholders’ accounts, and between various funds under the
policyholders’ account. The Authority identified various
categories into which transfer of investments could be
segregated, and permissibility or other wise of such transfers
and the value at which any transfer, if permitted, could be
carried out. All insurers are required to make full disclosure
of such transfers and the price at which the transfers have
been made.

Section 49 of the Insurance Act, 1938 provides that no insurer
shall declare bonus to the policyholders except out of surplus
shown in valuation Balance Sheet which may arise as a result
of actuarial valuation of the assets and liabilities of the insurer;
nor shall the insurer increase such surpluses by contributions
out of any Reserve Fund or other wise, unless such
contributions have been brought in as Revenue through the
Revenue Account on or before the date of valuation. However,
there could be compelling reasons requiring insurers to declare
bonus in the interest of expanding business although they may
not be compliant with the requirements of Section 49.
Recognizing this, the Authority issued guidelines to be adhered
to by insurers who seek to declare bonus, in case of non-
compliance of the requirements of Section 49 of the Act. The
relaxation has been extended for the initial five years of
operations of the life insurance companies.

The Authority also receives financial statements of other
intermediaries registered with it, viz., the brokers and Third
Party Administrators. In addition to financial statements
received on an annual basis, the Authority is contemplating
stipulation of periodic statements to be furnished by them to
facilitate monitoring of their operations, and to achieve a
comfort level that compliance with the provisions of the
regulatory requirements has been ensured.

The Authority took steps towards finalizing the modalities for
computerization of both filing and evaluation of the statutory
returns to be filed by the insurers/intermediaries. The insurers
were advised to submit the accounts in electronic form for a
period of three years, i.e., 2000-01 to 2002-03. The Authority
is in the process of receiving the returns in electronic form for
2003-04.

k) Regulating investment of funds by
insurance companies

The Authority issued a number of directions/clarifications/
guidance notes to the insurers on various aspects pertaining
to regulations on investments during 2003-04. These included:

e Manner of maintaining Section 7 deposits. Two Gilt
Accounts are required to be maintained by the insurers to
facilitate (i) separation of compliance with requirements
of Section 7 and (ii) execute transactions pertaining to
government securities under the investment portfolio. No
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withdrawal in respect of the former are permitted without
the consent of the Authority;

e Guidelines for investments in Mutual Funds, including
overall exposure limits and procedure for valuation of
investments. These investments are required to be made
under ‘other than approved’ category of investments, as
per the exposure norms for such investments;

e Guidelines for reconciliation between purchase and sale
of investments on a quarterly basis;

e Filing of Custodian’s certificate on a quarterly basis, to
the effect that all securities held by them for and on behalf
of the insurer are free from encumbrances, charge,
hypothecation or lien;

e Interpretation of the term “Group” for the purpose of
regulations pertaining to Investments;

e Format of Certificate to be issued jointly by the insurer
and the Banker with whom deposits under Section 7 are
held, confirming that the Withdrawals/Replacements/
Transfer of Investments from the said Account have been
made with the approval of the Authority;

e The Authority sought details of the investment functions
out sourced by insurance companies. Insurers have been
advised to furnish details of the steps initiated to terminate
all agreements entered into by them, and transfer such
functions “in-house”. The Authority has also clarified as
to what constituted investment functions, segregating the
back-office and front-office activities. An arms’ length
approach between the ‘back’ and ‘front’ office functions
has been strongly advocated for compliance;

e Pursuant to amendment in the Investment Regulations
permitting limited purpose use of derivative instruments,
guidelines on fixed income derivatives have been issued,;
and

e Details of defaults in receipts of periodic incomes and/or
principal on maturity and provisions made/proposed to
be furnished on a quarterly basis.

) Regulating maintenance of margin of
solvency

The Authority requires both life and non-life insurance
companies to maintain a margin of solvency and information
in this regard has to be furnished in a specific format. It is
satisfying to know that all insurers have complied with the
solvency requirements as provided for in the Insurance Act,
1938. However, in a few instances there was a shortfall in
meeting the required solvency margin of 1.5 as stipulated by
the Authority. The details of the same have been given
elsewhere in the Report.

Agriculture Insurance Company (AIC) completed its first year
of operations in 2003-04. The insurer has been directed to
file its solvency statement with the Authority.
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Life insurance industry, by its very nature is capital intensive,
and insurers have been injecting fresh equity at frequent
intervals to ensure compliance with the solvency requirements
and to finance their operating expenses. Ability of the insurers
to bring in further capital has facilitated their ability to expand
their operations. In the case of non-life insurers, on the other
hand, given the size of their operations, the initial capital base
has broadly enabled them to meet the requirements of
solvency.

m) Adjudication of disputes between
insurers and intermediaries or insurance
intermediaries

The Authority has been empowered to establish a mechanism
for resolution of disputes between insurers and intermediaries
or among insurance intermediaries. The Authority is in the
process of setting up a system to provide for adjudication in
case of disputes to discharge the functions entrusted to it under
the provisions of the Statute. The Authority does not intervene
in cases of differences between agents and insurers or
between insurers. However, contentious issues which affect
the industry as a whole are discussed for resolution at the
meetings of the Life/General Council, as the case may be.
n) Supervising the functioning of the Tariff
Advisory Committee

The role of TAC is expected to undergo a change in a
liberalized environment, as the non-life insurance business is
proposed to be de-tariffed in a phased manner. De-tariffing,
while removing fetters in the case of non-life insurers, would
also tackle the malaise of cross-subsidization amongst various
classes of business. De-tariffing of the lines of business under
a tariff regime can only be effected in a gradual manner and
only after establishment of a scientific rating system with
adequate checks and balances.

With this in view the Ministry of Finance and the Authority
commissioned a Technical Assistance Project for enhancing
TAC's capacities. The first phase of the project which dealt
with understanding the organization, assessing its present
capabilities and evaluating its abilities to adapt to the changing
scenario, has been completed. The second phase focuses on
examining the future role of the organization. The Technical
Assistance Project is exploring the possibilities of enhancing
TAC's capacities in the fields of rate making, actuarial aspects
and data management which would be of prime importance in
a de-tariffed scenario. Meantime, TAC is equipping itself to
take on a new mantle in facilitating determination of guide
rates, terms and advantages which insurers could offer on
non-tariff products.

During 2003-04, while no tariff revisions were introduced,
additional loading parameters were introduced for Motor
Liability insurance effective June, 2003. A draft tariff for Mega
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Risks had been placed on the TAC website for comments in
the year 2002-03. During the year 2003-04, mega risks were
de-tariffed effective June, 2003. TAC issued clarificatory
Circulars on the applicability of tariffs to various non-life
insurance companies and industries. Queries raised by the
insurers on the applicability of the tariff were placed before
the respective Technical Committees and appropriate action
was taken.

The TAC continued to examine the non-life insurance products
filed under the “file and use” procedures, for both the tariff
products and for the hybrid products (which have both tariff
and non-tariff components) prior to approval by the Authority.
The TAC also examined cases of breach of tariff stipulated
and action was initiated against the defaulting insurers as per
the standard procedures adopted by the Board of the TAC
and by the Breach of Tariff Committee. During 2003-04, TAC
considered 36 cases of breach of tariff, of which 32 were
concluded. Out of the 36 cases, in four cases no breaches
were established. A maximum number, 27 cases of breach
were in All India Fire Tariff (AIFT), 4 in Engineering and 1 in
Indian Motor Tariff (IMT).

It may be recalled that the breach of tariff norms were revised
effective 1st April, 2002 and 58 complaints of breach were
considered in 2002-03.

TAC also collects statistical data from the non-life insurers in
14 structured formats pertaining to tariff segments. For
increasing the submission of data and ensuring data reliability
TAC has been making concerted effort.

At the instance of the Life Insurance Council, TAC is also
maintaining a web-enabled ‘Declined Lives Database’ for the
exclusive and confidential use of the life insurers. The database
is being maintained by the Chennai Regional Office of TAC.

TAC rendered secretarial assistance to the Rangarajan
Committee and the S. V. Mony Committee, and shared its
experiences with them. It would be recalled that the
Rangarajan Committee had been constituted to examine the
de-tariffing of the Motor — Own Damage (OD). The Mony
Committee was constituted to lay down the road map for
liberalization of the Motor — OD segment. The Mony Committee
submitted its report in April, 2004, and recommended
establishment of a free pricing mechanism based on risk factor
rating system. Public opinion on the Report has been elicited.

The TAC has also been rendering advice to the non-life
insurers and chambers of commerce on issues pertaining to
tariff business.

The details of the tariffed business monitored by TAC are
placed at Annex X.
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0) Specifying the percentage of premium
income of the insurer to finance schemes
for promoting and regulating professional

organizations referred to in clause (f)

The Authority attaches considerable significance to promotion
of professionalism in the conduct of insurance business. One
of the continuing areas of concern to the Authority has been
the accuracy and adequacy of data on the insurance industry.
Based on the initiatives in this direction, the Actuarial Society
of India (ASI) is setting up the Mortality & Morbidity
Investigation Bureau (MMIB). The Bureau will collect data from
the various insurers, and compile the mortality and morbidity
tables based on the experiences of the insurers. Incorporated
under the Companies Act, 1956, the Bureau has been funded
by all the life insurers and by the Authority.

Specifying the percentage of life insurance
business and general insurance business
to be undertaken by theinsurers in therural
or social sector

p)

The Committee on reforms in the insurance sector, while
advocating opening up of the industry to the private sector,
had made a strong case for the new insurers to comply with
minimum stipulations for underwriting business in the
rural and the social sectors. This requirement for both life and
non- life insurers, is laid down in the regulations framed by
the Authority on obligations of the insurers for the rural and
social sectors. In case of the public sector insurers, it has
been further stipulated that no insurer shall write rural/social
sector business which is less than what was recorded for the
accounting year ended 31st March, 2002.

While the insurers are conscious of their obligations under
the regulatory framework, instances of non-compliance are
taken up with the concerned insurance companies. Any
shortfall in a given financial year is required to be covered in
the ensuing financial year. Insurers are taking initiatives to
assess the requirements of the rural segments by undertaking
research projects and are introducing innovations in their
products as well as in marketing their products to the rural
markets. Initiatives are also being taken to cover lives in the
unorganized and informal sectors and to provide cover to the
economically vulnerable and backward classes in both rural
and urban sectors.

q) Exercising such other powers as may be

prescribed

Under the provisions of the Insurance Act, 1938 the
Government may ask the Authority to exercise powers for
protecting the interests of the policyholders or for developing
the insurance market in the country or where it relates to
matters of policy. However, there have been no instances of
exercising any other powers in 2003-04.
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PART

IV

ORGANIZATIONAL MATTERS

i) Organization

Section 4 of the IRDA Act, 1999 provides that the Authority
shall consist of a Chairman, five whole time members and
four part-time members. The composition of the Authority
underwent changes during the financial year under report.
Mr. C. S. Rao took over as Chairman on 10th June, 2003 from
Mr. N. Rangachary. The present Chairman had a long stint in
the administrative services, and retired as Revenue Secretary,
Government of India (GOI).

Mr. T. K. Banerjee joined the Authority as whole time member
on 18th August, 2003. He was previously Executive Director,
Life Insurance Corporation of India (LIC) and brings with him
vast experience in both marketing and international operations.
Mr. Mathew Verghese was appointed as whole time member
on 27th October, 2003. He has experience in the non-life
industry, having retired as Managing Director and Principal
Officer, Kenindia Assurance Company Ltd, Kenya, on
deputation from New India Assurance Company Ltd.

Mr. R. C. Sharma, Member (Non life) retired on 20th June,
2003.

The Authority comprises of the following members:
1. Mr. C. S. Rao, Chairman

2. Mr. P.A. Balasubramanian

3. Mr. T. K. Banerjee

4. Mr. Mathew Verghese

During the financial year 2003-04, four part-time members
namely M/s Vivek Mehrotra, A. R. Barwe, Sunil Goyal and
Ms. Manisha Mohan Andhansare, formed part of the Authority.
Mr. Goyal joined the Authority on 5th February, 2004 on taking
over as President, Institute of Chartered Accountants of
India (ICAI), from Mr. R. Bhupati. Mr. Vivek Mehrotra, Joint
Secretary in the Department of Economic Affairs, Ministry
of Finance, Government of India, joined the Authority as
part time member on 10th July, 2003, on vacation of office by
Mr. T.K. Viswanathan.

On completion of their respective terms on 15th February,
2004, Mr. Barwe and Ms. Andhansare have relinquished
charge as part-time members.

As a matter of policy, the Authority maintains a lean
organizational structure, duly supported by officers drawn from
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the industry. Keeping in view the emergent need to take up
various issues of regulatory concern, the staff strength of the
Authority is being increased in a phased manner. Officers have
also been drawn on deputation from the insurance industry.
In addition, the Authority has relied upon the support of
independent professionals, particularly, chartered accountants
to provide support in carrying out its regulatory functions. The
Authority is of the firm view that activities other than those of
regulatory nature should be carried out by the respective
professional bodies, and that the regulatory body concentrate
on the supervisory aspects and on the protection of interests
of the policyholders. In order to draw upon the expertise
of professionals in the insurance and the financial sectors,
the Authority has constituted various Committees, which
have provided inputs on contentious issues which have
pre-occupied the industry and the regulator.

i)
During the year 2003-04 (April to March), two meetings of the
Authority were held.

Meetings of the Authority

iii) Human resources

Motivated manpower is the backbone of any organization, and
this is particularly true in case of a regulatory body. The role
of the officers of each organization evolves with changing
times. More so, in case of a young regulatory body, where the
insurance industry has stepped into a liberalized environment,
from a controlled environment in which all the insurance
companies were fully owned by the Government. With the
notification of the IRDA Act, 1999, the Authority took up the
task of framing the regulations and registered new insurance
companies and various intermediaries. The developments of
the last four years have witnessed the insurance sector
changing at a faster pace requiring the regulatory body to gear
up to meet the challenges. The Authority has provided
exposure to the employees through various training
programmes, workshops and seminars organized by the
regulatory bodies across the globe. The exposure at various
levels, enables the Authority to draw upon the experiences of
regulators in other countries, and is aimed at maintaining the
highest professional standards in regulating the insurance
industry.

Among the various training programmes and seminars
attended by the officers of the Authority, were those organized
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on Insurance Supervision by IAIS; Financial Sector Services
Negotiations by CECA, Singapore; Training Programmes on
Life Insurance and Pensions organized by Australian APEC
Study Centre; Seminar on On-site Inspection, at State of
Oregon; Catastrophe Insurance by IAIS; Bancassurance;
Advanced Risk Management Practices by Financial Stability
Institute of Bank of International Settlements; Workshop on
Micro-Insurance and study tour organized by USAID, etc.
Officers of the Authority have also presented papers on
technical subjects at various domestic/international
conferences.

In another initiative, officers of the Authority are participating
in implementation of the Core Curriculum Project of the
International Association of Insurance Supervisors (lAIS).
Promoting the implementation of the Insurance Core Principles
(ICPs) and Standards is a core activity of the IAIS. A critical
element in the delivery of this objective is the Core Curriculum
Project established in 2003. The IAIS has established the Core
Curriculum Task Force that is steering this project which is
expected to be completed within a three-year period. The goal
of the project is to translate each of the twenty-eight ICPs into
practical training Modules together with delivery mechanisms
for use by supervisors in both developing and developed
economies. The project has already developed several high
quality training Modules based on various elements of the IAIS
Insurance Core Principles and Methodology and these are
being progressively tested through pilot seminars and are also
available on the website of IAIS. The Task Force has drawn
officers from the regulatory authorities across the globe as
Authors and Reviewers to prepare and review the training
modules.

iv) USAID Project

Under the Financial Institutions Reform and Expansion (FIRE)
Project, the United States Agency for International
Development (USAID) has appointed Bearing Point Inc., to
provide technical assistance to the Authority. The technical
assistance is being provided under the terms of the Bilateral
Agreement signed between the Government of India and the
United States Government, and the duration of the contract is
27th May, 2003 through 26th May, 2007. Bearing Point, under
the FIRE project, has established an office in Hyderabad for
the period of contract. The consultants would submit reports
on issues such as solvency and market conduct of the
insurance companies, devising financial examination manual,
regulatory system, protection of consumers and on reinsurance
agreements. As part of the process, the Authority, jointly with
the USAID, conducted a workshop on financial condition
examination for the insurance industry. Other programmes
conducted jointly with the Authority as part of the intensive
training for the officers of the Authority included those on
Actuarial Management of Health and General Insurance;
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Financial Analysis - off-site; reinsurance; Workshop on
Information Technology; Actuarial aspects in non-life industry;
reserving methodologies in non-life industry; Health Economics
and Health Insurance regulations; solvency margin
calculations and on risk based capital. The training
programmes on actuarial aspects also had participation from
the Actuarial Society of India.

v) Promotion of official language

The Authority has been making concerted efforts in
implementing the Official Language Act during the year under
report. The Official Language Implementation Committee
(OLIC) meets every quarter to review the initiatives taken
in widening the use of Hindi as an official language and to
discuss ways to promote use of Hindi in the official work. The
Authority has taken various steps in promoting Hindi which
include: revamping of its website by developing a Hindi section;
issuing all regulations and notifications of the Authority in
bi-lingual form; introduction of Hindi section in the IRDA
monthly Journal to promote use of Hindi across the industry;
conversion of the Authority’s logo into bilingual; issuing Agents’
licenses in bilingual form; responding in Hindi to
correspondence received in Hindi and stacking library with
publications in Hindi.

vi) Status of information technology

The Authority has been making continuous efforts to put in
place a State of the Art IT resources in the various operational
areas, and to deploy user friendly software support systems
for its smooth functioning. Some of the areas in which the
Authority took initiatives during 2003-04 include efforts at
upgrading the Authority’s website incorporating new features;
making the intranet more meaningful and developing
management information system.

New features are being added to the Authority’s website on a
regular basis in order to cater to the growing needs of
the user departments. The enhancements carried out during
2003-04 pertained to extension of facility to the insurers to
record the status of the complaints received from the
policyholders, and referred to them by the Authority. An
updation mechanism has been put in place on a trial basis,
and based on the response received the same would be
implemented in full.

The Authority’s website is being revamped to incorporate a
comprehensive search engine; auto e-mail notification to the
registered users; on-line facility for filing statutory returns in
respect of the actuarial, accounting and investment
departments; inclusion of the Hindi version of the website,
amongst other. The proposed portal includes a comprehensive
content management system to have simple and user friendly
update process.
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The Authority has been making efforts to make its intranet a
single point of reference to its officers. Additional features
added to the system include updation of the press clippings
on the insurance sector on a daily basis and of the products
approved by the Actuarial Department.

The Authority plans to take a number of initiatives as a part of
its efforts at total office automation, including:

e development of policyholders’ complaints management
system which enables the policyholders to lodge their
complaints on-line, back-office module to enable the
Authority to process the complaints, enable the insurers
to submit the status of their complaints on-line, and enable
policyholders to track the status of their complaints online;

e on-line filing of advertisements by the insurers and
processing of the same by the Authority;

e on-line filing of the monthly statistics and generation of
reports;

Agent Training Institute Management System;
Staff Bills Management System;
Setting up of Web / Messaging server; and

Documents Archival using Document Management
System.

Development of data warehouse for the health sector has been
an area of concern for the regulator. As a step towards bridging
the gaps which exist in the system, the Tariff Advisory
Committee (TAC) has been assigned the role of the Repository
for the health sector. The initiatives of TAC in this field are
being supplemented by the Authority.

The Authority has put in place the Mail tracking system (RNI)
to track movement of inward mails received. This system
facilitates access to the current status of inward
communications and the action taken. The system provides
facility for recording the disposal status of inward mails as
and when actions are taken on them. The system allows
generation of centralized inward numbers from any workstation
which can ensure that the details of inward mails are recorded
in the system even if they are received by officers other than
the mailing desk. In addition to these facilities, the system
provides robust querying options using which status of any
inward mail can be identified by querying upon a few words.
The system which has been customized in-house and has
been implemented in Oracle/Forms under client server
environment generates various MIS reports, ageing reports
and pending status reports for the management.

vii) Accounts

The accounts of the Authority for the financial year 2002-03
have been audited by the Comptroller and Auditor General of

79

India (C&AG). Pursuant to the provisions of Section 17 of
IRDA Act, 1999, the Audited Accounts along with the Audit
Report have been forwarded to the Government of India to be
placed in both Houses of Parliament. A copy of the accounts
for the year 2002-03 together with comments of the C&AG is
placed at Annex XIII.

The Accounts of the Authority for the financial year 2003-04
have been finalized and adopted by the Authority at its meeting
held on 3rd November, 2004, and were forwarded to the
Comptroller and Auditor General of India as per the provisions
of the IRDA Act, 1999. A copy of the same, as submitted to
C&AG, is placed at Annex XIV to this Report.

viii) ISO 9001 — 2000 Registration

The Authority was given 1SO accreditation based on the
assessment of its operations. The certification is a confirmation
that the Authority has established a quality management
system that is in compliance with the International Quality
Systems Standard 1SO 9001 and Q9001-2000. The
certification is also a recognition of the quality policy followed
by the Authority, which states that “The Authority is committed
to act as a responsive regulatory body to protect the interests
of the policyholders, to regulate, to promote and ensure orderly
growth of the insurance industry and for all matters connected
therewith or incidental thereto in a transparent manner and
achieve their satisfaction through continued improvement by
implementing Quality Management System.”

The certification is valid for a period of three years commencing
May, 2003. However, an annual review of the effectiveness
of the Quality Management System (QMS) is conducted
through independent audits as per the specified procedures.
The first surveillance audit of the Authority was conducted
during the current financial year 2004-05 to confirm continued
compliance with the documented QMS and requirements of
ISO 9001-2000. Timely corrective steps were taken by the
Authority to rectify the non-conformities. The independent
auditors confirmed the presence of effective internal audit
system, and commended continuation of ISO 9001 certification
for another year.

ix) IRDA Journal

The monthly publication “IRDA Journal” completed two years
with the November, 2004 issue. During this short span the
Journal has evolved as a forum for exchange of ideas among
various stakeholders and observers of the industry. The Journal
derives its strength from experts who have contributed to it
from time to time.

The Journal is a crucial source of data for the industry,
researchers and analysts. The Authority is exploring the
feasibility of publishing additional statistical information on the
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industry to facilitate further analysis. Such an initiative should
bode well for the analysts as well as the policy makers.

Each issue of the Journal focuses on a contextual theme
relevant to the industry. During 2003-04 various topics ranging
from health insurance, customer service, grievances redressal,
pensions, crop insurance, reinsurance, alternate marketing
channels and niche markets, infrastructure, investment and
risk management in the insurance industry were covered in
the Journal. The December issue of the Journal, being the
Anniversary issue is earmarked for evaluating the progress of
the industry from the view point of the regulator, policy makers
and various market participants.
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CONCLUDING REMARKS

The demographic and socio-economic environment in the
Indian context has been changing as the economy moves from
an emerging market to a developed market. With emerging
smaller family units, the “joint-family-as-a-social-security-net”
set-up has weakened. Simultaneously, the increased longevity
has raised the need for adequate provision of security for the
aged. The current trend towards urbanization and migration
of the rural population to metros and large cities in search of a
better standard of living also changes the economic activities
with orientation towards services. The growing needs of the
population for houses and health become important.
Globalization of the economy results in the travel and
communication industries witnessing a growing trend.
International experience reveals that in such a scenario,
insurance penetration in terms of home, health and travel
insurance is high. As against this, the Indian industry is still
significantly influenced by the “tax savings” component than
risk components in the life segment. The penetration is low in
personal lines of non-life insurance business. As the economy
grows both these segments should offer tremendous
opportunities on account of the demographic changes and
changing life styles. Strategies need to be evolved to exploit
these opportunities.

As markets mature, market discipline is expected to become
a prominent feature. Transparency and disclosures, including
consumer education and good governance will be primary
objectives of market discipline. The regulator can lay down
broad guidelines on these issues. The market participants also
can lay down norms for themselves. In this context, Self
Regulatory Organizations (SROs) and the Authority should
drive the behaviour of the various segments of the
stakeholders. Today, a humber of issues related to “market
conduct” have come to the fore, which are detrimental to the
healthy growth of the insurance industry. While these may
enable insurers to establish early gains, these are likely to
weaken the basic fabric on which the trust in the sector is
being built up.

The Indian insurance industry relies heavily on the traditional
agency distribution network, with the agency force subjected
to varying degrees of professionalism. While alternate
distribution channels have been permitted - brokers, corporate
agents, bancassurance, direct marketing, Internet and
telemarketing which can target a larger prospective population,
the full benefits of these channels have yet to be exploited.
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The key challenge to the insurers is to provide insurance cover
to the low income households at minimum transaction costs.
Integration of insurance into existing credit and saving delivery
channels is the primary technique which can be adopted by
insurers to lower their costs. Simultaneously, group policies
can help reduce administrative costs of the insurers. Micro
insurance is another area through which the Authority expects
to increase insurance penetration in the country. The Reserve
Bank of India has permitted Regional Rural Banks to take up
corporate agency. This should facilitate in expanding the reach
of the insurers.

An area in which insurers have made significant in-roads during
the year 2003-04 has been underwriting unit linked policies,
and the trend has continued so far in the current financial
year 2004-05. As per latest statistics available, approximately
one-fourth of the new business premium underwritten by the
life insurance industry is in regard to the unit linked products.
If the private insurers alone are considered, the share of unit
linked products to the total premium would be significantly
higher. Unit linked insurance products offer flexibility of
investment choices to the policyholder. The products offer the
choice of complete solutions through disciplined long term
savings along with additional riders, including health riders. It
is here that the need for adequacy of disclosure and customer
education becomes the basic tenet on which the industry could
move forward. The insured while taking a unit linked insurance
policy must be fully aware of the risks borne, and this is where
the role of the agent too gains significance.

Internationally instances have been noticed about brokers
benefitting by steering unsuspecting clients towards certain
insurers. Similarly, there may be cases of policyholders being
advised to purchase products which do not necessarily cater
to their specific needs. Adequate checks and balances are
required to guard against such occurrences. The Authority has
already taken steps on agents training institutes for
non-compliance of directives, malpractices in the conduct of
agents’ examination and on instances of corporate agencies
being granted in gross violation of the regulations framed by
the Authority.

Fraud may be committed on insurance companies at
different points in the insurance transaction by different
parties: applicants for insurance, policyholders, third party
claimants and professionals who provide services to claimants.
The common frauds include “padding,” or inflating actual
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claims; misrepresenting facts on an insurance application;
submitting claims for injuries or damage that never occurred;
and “staging” accidents. Prompted by the incidence of
insurance frauds, globally, many States have set up fraud
bureaus. These agencies are reporting a record number of
new investigations, significant increases in referrals - tips about
suspected fraud - and cases brought to prosecution. While in
India, such mechanisms have not been developed, the
guidelines issued, to some extent take care of the “know your
customer” concept. The Authority is also reiterating the role of
various segments of the insurance industry to take care of
this so that frauds can be controlled. A step in this direction
was maintaining a data base on declined lives for the life
insurers. Similar initiatives are also called for in the case of
non-life industry, particularly in respect of stolen vehicles and
in the health segment. Sharing of information should certainly
enable the insurers to develop required checks at the time of
underwriting policies. This could be possible if a Bureau may
be thought of where all such information can be stored which
can be made accessible to all users. Efforts of the Authority to
assign the role of repository to the Tariff Advisory Committee
(TAC) for the Health Sector are definitely a step in this direction.

Linked to the issues of insurance fraud, are those relating to
“money laundering”. While sharing of information between the
insurers and the intermediaries can result in a lower incidence
of insurance frauds, the related issue is of financial
conglomerates likely to become conduits for money laundering
activities. The Finance Ministry is in the process of finalizing
the rules for prevention of money laundering for the financial
sector; and establishing threshold limits for mandatory
reporting of cash and non-cash transactions within a specified
period. While the public sector insurers have in place the
Central Vigilance Wings, the new insurers too need to be
cautious of the lurking dangers. At the regulatory level, steps
have been initiated for sharing of information on the financial
conglomerates.

Insurers need to ensure that their pricing models are in place
to fully price their products and to adequately provide for future
claims payouts. Most insolvencies world over have been on
account of inadequate loss reserving. When insurance
companies get into trouble, it is typically caused by a shortfall
in loss reserves. Issues of solvency are closely related to the
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adequacy of provisions. Similarly, inadequacies have come
to the fore while reviewing the actuarial reports submitted by
the insurers. The Authority’s pre-occupation with maintaining
efficient, fair, stable and safe insurance markets to protect the
interests of the policyholders has driven the stipulation of a
solvency requirement of 150 per cent. In moving towards “Risk
Based Capital” approach, insurers must fully provide for their
liabilities and ensure that their reports are transparent and
make the disclosures as required.

Underwriting policies of the insurers are going to have a
significant impact on their bottom lines in the foreseeable
future. Another aspect which is irreversibly interlinked is that
of risk management. Without clear underwriting norms and
guidelines, the best of products offered by the insurers will
not get converted into profits. In a scenario where the insurance
industry is still stabilizing itself, this could have adverse
consequences for the insurers. The insurers need to put in
place adequate systems to ensure that their risk management
processes are built upon the strategic business decisions. Risk
capital, risk tolerance and target rates of return are determined
by the Boards, and managements should ensure their
measurement and control, be it through diversification,
risk-adequacy pricing, claims provisioning, through
asset-liability management or through adequate reinsurance
cover. Insurers need to be aware of the changing risk profiles
in the evolving market scenario, and to provide cover for them.
A critical link here of course is that the risk management
processes depend on appropriate data and insurers today are
handicapped by inadequate data, which in turn raises doubts
on the adequacy of the risk management systems.

While both the insurance industry and the regulator can draw
a degree of comfort at the overall growth in the sector since
opening up to the private sector, new issues and challenges
may emerge which have significance for its healthy growth in
the times to come. Ultimately, the growth of the industry will
not be assessed in terms of the number of players or the
volume of premium underwritten, but the maturity with which
insurers handle the growth of the industry by being customer
friendly, abiding by certain principles of market conduct,
offering tailor-made products to meet customer requirements
and by ensuring the reach of the industry to a wider cross
section of the society.
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STATEMENT 1
FINANCIAL SAVING OF THE HOUSEHOLD SECTOR (GROSS)

(Per cent)
Item 2003-04# 2002-03P 2001-02P 2000-01 1999-00

(1) (2) @) (4) (5)

Financial Saving (Gross) 100.0 100.0 100.0 100.0 100.0
(15.1) (13.6) (12.7) (11.9) (12.2)

a) Currency 101 8.5 9.7 6.3 8.8
(1.5) (1.2) (1.2) (0.7) (1.1)

b) Deposits 42.9 415 394 41.0 36.3
(6.5) (5.7) (5.0 (4.9) (4.4)

i) with banks 40.5 36.3 35.3 32.5 30.8

i) with non-banking companies 0.2 1.6 2.6 2.9 1.7

iii) with co-operative banks and societies 2.3 3.7 3.6 5.6 43

iv) trade debt (net) -0.1 -0.1 2.1 0.1 0.4

c) Shares and debentures 1.4 1.6 2.7 41 7.7
(0.2) (0.2) (0.3) (0.5) (0.9)

i) private corporate business 0.7 0.8 1.5 3.1 3.4

ii) co-operative banks and societies 0.0 0.0 0.1 0.0 0.0

i) units of UTI 04 -0.5 0.6 0.4 0.8

iv) bonds of PSUs 0.0 0.0 0.0 0.1 0.1

v) mutual funds (other than UTI) 1.1 1.3 1.8 1.3 3.4

d) Claims on government 17.7 18.6 17.9 15.7 12.3
(2.7) (2.5) (2.3) (1.9) (1.5)

i) investment in government securities 4.0 4.3 5.8 1.7 0.9

i) investment in small savings, etc. 13.7 14.3 12.1 14.0 1.3

e) Insurance funds 14.9 15.5 14.2 13.6 12.1
(2.2) (2.1) (1.8) (1.6) (1.5)

i) life insurance funds 14.5 14.8 13.5 12.9 1.2

i) postal insurance 0.1 0.2 0.3 0.2 0.3

iii) state insurance 0.3 0.5 0.4 0.5 0.6

f)  Provident and pension funds 13.0 14.3 16.1 19.3 22.8
(2.0) (2.0) (2.0) (2.3) (2.8)

# : Preliminary P : Provisional.

Note: 1. Figures in parentheses are percentages to GDP at current market prices.
2. Components may not add up to the totals due to rounding off. Source: The Reserve Bank of India
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STATEMENT 2

INTERNATIONAL COMPARISON OF INSURANCE PENETRATION*

Continent/ Country 2001** 2002** 2003**

Total Life Non-Life Total Life Non-Life Total Life Non-Life
North America 8.80 4.30 4.50 9.39 4.48 4.90 9.40 4.25 5.15
United States 8.97 4.40 4.57 9.58 4.60 4.98 9.61 4.38 5.23
Canada 6.42 2.97 3.45 6.69 2.81 3.88 6.82 2.63 4.19
Latin America 2.17 0.72 1.46 2.39 0.92 1.47 2.45 0.94 1.51
and Caribbean
Bahamas 10.17 5.86 4.30 8.81 4.84 3.97 7.98 4.38 3.60
Barbados 7.99 2.32 5.67 8.86 2.78 6.08 11.29 3.87 7.42
Trinidad and Tobago 5.28 3.78 1.50 5.02 3.42 1.60 5.11 3.49 1.63
Chile 4.23 2.93 1.30 4.04 2.53 1.52 4.09 2.61 1.47
Jamaica 4.02 1.62 2.40 5.57 2.35 3.22 5.56 2.35 3.21
Panama 3.57 1.13 2.44 3.34 1.17 217 3.64 1.19 2.45
Honduras 2.63 0.74 1.89 2.81 0.72 2.09
Argentina 2.60 0.96 1.64 2.35 0.73 1.61 2.54 0.72 1.82
Colombia 2.38 0.60 1.78 2.62 0.68 1.94 2.56 0.70 1.86
Venezuela 2.19 0.07 2.12 2.06 0.06 2.00 2.89 0.09 2.80
Dominican Republic 2.18 0.20 1.98 242 0.20 2.22 243 0.20 2.23
Brazil 2.14 0.36 1.78 2.79 1.05 1.74 2.96 1.28 1.68
Costa Rica 1.98 0.16 1.82 2.03 0.08 1.95 1.88 0.17 1.72
Uruguay 1.89 0.35 1.54 2.45 0.54 1.91 2.16 0.48 1.68
El Salvador 1.81 0.43 1.38 2.28 0.67 1.61 2.35 0.70 1.66
Mexico 1.81 0.86 0.95 2.01 0.94 1.07 1.80 0.70 1.10
Ecuador 1.74 0.14 1.60 1.54 0.18 1.37 1.72 0.17 1.54
Peru 1.06 0.38 0.67 1.19 0.41 0.78 1.44 0.60 0.83
Guatemala 1.02 0.20 0.82 1.15 0.20 0.96 1.12 0.20 0.92
Europe 7.84 4.89 2.95 8.06 4.83 3.22 7.98 4.64 3.35
United Kingdom 14.18 10.73 3.45 14.75 10.19 456 13.37 8.62 4.75
Switzerland 12.71 7.95 4.76 13.36 8.41 495 1274 7.72 5.02
Netherlands 9.79 5.66 4.12 9.51 4.98 4.52 9.77 4.93 4.84
Ireland 9.14 6.30 2.84 8.55 5.42 3.14 9.59 6.04 3.55
Finland 8.93 6.99 1.94 8.98 6.98 2.00 8.69 6.81 1.88
France 8.58 5.73 2.85 8.58 5.61 2.97 9.15 5.99 3.15
Belgium 7.92 5.18 2.75 8.42 5.57 2.86 9.77 6.81 2.96
Sweden 7.71 5.74 1.98 6.62 4.55 2.07 6.97 4.74 2.23
Denmark 6.93 4.51 2.41 7.52 4.84 2.68 7.92 5.18 2.74
Germany 6.59 3.00 3.60 6.76 3.06 3.70 6.99 3.17 3.82
Italy 6.27 3.81 2.46 6.97 4.39 2.58 7.45 4.82 2.63
Spain 6.25 3.32 2.93 6.77 3.65 3.12 5.58 2.38 3.20
Austria 5.87 2.75 3.12 5.84 2.61 3.23 5.89 2.59 3.30
Portugal 5.37 2.76 2.61 6.60 3.46 3.14 7.31 4.14 3.17
Slovenia 5.04 1.08 3.96 5.05 1.15 3.91 5.23 1.25 3.98
Cyprus 4.46 2.46 2.00 4.57 2.39 2.18 4.57 2.29 2.28
Norway 4.38 2.32 2.06 4.53 2.57 1.96 4.89 2.79 2.10
Malta 4.26 1.99 2.28 4.66 2.14 2.52 5.04 2.52 2.52
Czech Republic 3.74 1.31 2.43 3.99 1.50 2.49 448 1.72 2.76
Luxembourg 3.34 1.19 2.15 4.02 1.75 2.28 4.49 2.09 2.40
Slovakia 3.30 1.44 1.86 3.38 1.46 1.92 3.38 1.38 2.00
Iceland 3.12 0.24 2.88 3.30 0.29 3.01 3.23 0.29 2.94
Poland 3.07 1.07 2.00 2.96 1.04 1.92 3.02 1.12 1.91
Russia 3.06 1.55 1.51 2.77 0.96 1.81 3.25 1.12 2.13

Contd...
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Continent/ Country

Croatia
Hungary
Yugoslavia
Greece
Bulgaria
Ukraine
Turkey
Romania
Serbia and Montenegro
Latvia
Lithuania
Asia
South Korea
Japan
Tiwan
Hong Kong
Israel
Malaysia
Singapore
Thailand
India

Lebanon
PR China
Bahrain
Jordan
Phillipines
UAE

Sri Lanka
Indonesia
Oman
Vietnam
Iran

Kuwait
Pakistan
Saudia Arabia
Bangladesh

Africa

South Africa
Mauritius
Zimbabwe
Morocco
Kenya
Ivory Coast
Tunisia
Nigeria
Egypt
Algeria
Oceania

Australia
New Zealand

World

Total
3.02
2.79
2.66
2.04
1.66
1.50
1.31
0.87

N/A
N/A
N/A

7.60

12.07
11.07
8.62
6.34
5.93
5.18
4.58
2.94

2.7

2.70
2.20
1.93
1.92
1.27
1.25
1.20
1.13
0.96
0.96
0.82
0.79
0.68
0.53
0.46

4.54

17.97
4.02
3.72
2.82
2.70
1.63
1.60
0.71
0.58
0.51

8.56

9.15
5.67

7.83

2001**

Life
0.55
1.16
0.02
1.00
0.30
0.01
0.24
0.18
N/A
N/A
N/A

5.84

8.69
8.85
6.03
5.13
3.06
3.38
3.40
1.86

215

0.48
1.34
0.43
0.28
0.71
0.23
0.53
0.53
0.17
0.52
0.08
0.18
0.30
0.01
0.29

3.38

15.19
2.46
1.81
0.81
0.82
0.50
0.14
0.14
0.18
0.02

5.09

5.70
1.54

4.68

Non-Life
2.47
1.63
2.64
1.04
1.36
1.49
1.07
0.68

N/A
N/A
N/A

1.76

3.38
2.21
2.60
1.21
2.87
1.80
1.17
1.08

0.56

2.22
0.86
1.51
1.65
0.55
1.02
0.67
0.60
0.80
0.45
0.74
0.61
0.38
0.53
0.18

1.16

2.78
1.57
1.91
2.01
1.87
1.13
1.46
0.56
0.40
0.49

3.47

3.44
413

3.15

Total
3.16
2.88

N/A
2.05
1.90
2.01
1.31
1.09
2.24
1.91
1.46

7.61

11.61
10.86
10.16
6.65
6.28
4.91
4.91
3.24

3.26

2.78
2.98
2.08
2.23
1.48
1.28
1.30
1.49
1.01
1.45
1.16
0.95
0.62
0.48
0.46

4.45

18.78
4.32
4.08
3.00
3.09
1.38
1.80
0.62
0.59
0.65

8.05

8.48
6.19

8.14

2002**

Life
0.65
1.18
N/A
0.94
0.44
0.01
0.24
0.27
0.03
0.08
0.28

5.81

8.23
8.64
7.35
5.20
2.94
2.94
3.48
2.09

2.59

0.56
2.03
0.46
0.28
0.87
0.30
0.55
0.66
0.18
0.87
0.11
0.23
0.24
0.02
0.29

3.28

15.92
2.62
2.35
0.99
0.81
0.45
0.15
0.11
0.18
0.03

4.48

5.02
1.41

4.76

Non-Life
2.51
1.70

N/A
1.11
1.47
2.00
1.07
0.81
2.22
1.83
1.19

1.80

3.38
2.22
2.81
1.45
3.34
1.97
1.43
1.156

0.67

2.22
0.96
1.62
1.95
0.61
0.98
0.74
0.83
0.83
0.57
1.04
0.72
0.39
0.46
0.18

1.17

2.86
1.70
1.73
2.01
2.28
0.93
1.65
0.51
0.41
0.63

3.57

3.46
4.78

3.38

Total
3.25
3.01

N/A
2.10
1.90
3.54
1.35
1.45
2.25
2.06
1.51

7.51

9.63
10.81
11.31

7.88

6.54

5.35

7.59

3.45

2.88

2.9
3.33

N/A
2.22
1.48
1.12
1.30
1.49
1.24
1.45
1.16
0.92
0.62
0.47
0.57

4.09

15.88
4.59
4.17
2.85
2.98

N/A
1.82
0.77
0.68
0.64

7.70

7.99
6.23

8.06

2003**
Life
0.72
1.20

N/A
0.93
0.21
0.03
0.24
0.34
0.08
0.09
0.40

5.74

6.77
8.61
8.28
6.38
2.90
3.29
6.09
2.25

2.26

0.78
2.30

N/A
0.28
0.87
0.26
0.55
0.66
0.17
0.87
0.09
0.23
0.24
0.02
0.37

2.93

12.96
2.78
240
0.80
0.78

N/A
0.16
0.14
0.22
0.02

3.99

4.42
1.39

4.59

Non-Life
2.53
1.80

N/A
1.17
1.69
3.52
1.12
1.11
217
1.97
1.11

1.77

2.86
2.20
3.02
1.50
3.65
2.05
1.50
1.19

0.62

213
1.03

N/A
1.94
0.61
0.86
0.74
0.83
1.06
0.57
1.07
0.69
0.39
0.45
0.20

1.16

2.92
1.81
1.77
2.05
2.20

N/A
1.66
0.63
0.47
0.61

3.7

3.57
4.83

3.48

Source: Swiss Re, Sigma volumes 6/2002, 8/2003 and 3/2004
* Insurance penetration is measured as ratio (in Per cent) of Premium to GDP
** Data relates to Calendar years
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STATEMENT 3
INTERNATIONAL COMPARISON OF INSURANCE DENSITY*

Continent/ Country 2001** 2002** 2003**

Total Life Non-Life Total Life Non-Life Total Life Non-Life
North America 3084.0 1508.6 1575.4 3275.0 1563.8 1711.2 3464.3 1565.7 1898.6
United States 3266.0 1602.0 1664 .1 3461.6 1662.6 1799.0 3637.7 1657.5 1980.2
Canada 1460.4 675.9 784.6 1563.2 657.3 905.8 1871.8 7229 1148.9
Latin America 79.8 26.3 53.5 75.5 29.1 46.4 78.3 30.0 48.2
and Caribbean
Bahamas 1040.0 600.0 440.0 1248.6 685.5 563.1 12741 699.5 574.6
Barbados 744 .4 215.8 528.6 820.2 257.0 563.2 1064.1 364.6 699.6
Trinidad and Tobago 324.9 232.5 924 381.6 260.3 1214 3839 261.8 1221
Chile 176.4 122.1 54.3 165.6 103.5 62.1 216.3 138.3 78.0
Jamaica 117.6 47.3 70.3 171.1 72.3 98.8 155.1 65.6 89.5
Panama 123.6 39.3 84.4 127.3 44.6 82.7 129.7 42.4 87.3
Honduras 25.3 71 18.2 28.2 7.2 21.0
Argentina 187.0 68.8 118.3 62.9 19.7 43.2 85.9 24.2 61.7
Colombia 455 1.5 34.0 48.3 12.5 35.8 451 12.4 32.7
Venezuela 110.7 3.5 107.2 81.3 2.5 78.8 84.5 2.5 82.0
Dominican Republic 53.1 4.8 48.3 60.4 4.9 55.5 45.7 3.7 42.0
Brazil 64.0 10.8 53.2 72.2 27.2 45 82.6 35.8 46.8
Costa Rica 88.4 7.0 81.4 86.7 3.3 83.4 79.1 7.0 72.0
Uruguay 115.1 21.5 93.6 80.8 17.8 63.0 69.9 15.4 54.5
El Salvador 38.9 9.3 29.6 49.7 14.5 35.2 52.7 15.6 37.1
Mexico 112.6 53.2 594 126.7 59.2 67.5 106.5 41.3 65.3
Ecuador 24.3 2.0 22.3 23.7 2.7 21.0 34.4 3.5 30.9
Peru 21.9 8.0 13.9 25.3 8.7 16.6 32.1 13.5 18.7
Guatemala 18.1 3.6 14.6 21.6 3.7 17.9 22.0 3.9 18.1
Europe 918.8 573.2 345.6 1034.4 620.4 414.0 1251.8 726.9 524.9
United Kingdom 3393.8 2567.9 825.9 3879.1 2679.4 1199.7 4058.5 2617.1 1441.4
Switzerland 4342.8 2715.7 1627.2 4922 .4 3099.7 1822.6 5660.3 3431.8 2228.5
Netherlands 2324.0 1345.0 979.0 2472.4 1296.1 1176.3 3094.0 1561.7 1532.4
Ireland 2465.7 1700.4 765.3 2703.0 1712.2 990.7 3669.5 2312.5 1356.9
Finland 2097.9 1641.2 456.7 22721 1765.3 506.8 2714.5 2126.8 587.7
France 1898.8 1268.2 630.6 2064.2 1349.5 714.7 2698.3 1767.9 930.5
Belgium 1767.9 1155.0 612.9 2002.9 1323.6 679.3 2875.7 2004.8 870.9
Sweden 1823.6 1356.0 467.6 1792.7 1232.2 560.5 2357.9 1602.3 755.6
Denmark 2094.2 1364.4 729.8 2448.3 1574.9 873.4 3116.0 2037.5 1078.5
Germany 1484.2 674.3 809.9 1627.7 736.7 891.1 2051.2 9304 1120.8
Italy 1186.4 720.8 465.5 1435.4 904.9 530.5 1913.1 1238.3 674.8
Spain 923.9 491.0 433.0 1091.5 588.0 503.50 1146.1 488.6 657.5
Austria 1348.8 632.0 716.8 1452.1 648.7 803.4 1846.8 811.0 1035.7
Portugal 588.9 302.9 286.0 799.4 418.6 380.8 1079.6 611.4 468.2
Slovenia 476.0 101.7 374.3 557.0 126.4 430.6 725.8 173.6 552.1
Cyprus 524.8 289.9 234.9 603.9 315.8 288.1 7654 383.0 382.3
Norway 1657.0 879.3 777.7 1939.0 1101.0 830.80 2321.3 1322.5 998.8
Malta 395.2 184.2 211.0 457.7 210.3 2474 589.2 2947 294.5
Czech Republic 206.4 72.3 134 .1 272.6 102.6 170.0 3634 1394 224.0
Luxembourg 1563.2 555.2 1008.0 1934.3 840.0 1094.3 2496.0 1161.1 1335.0
Slovakia 122.5 534 69.1 148.8 64.3 845 210.6 85.8 124.8
Iceland 851.6 64.8 786.8 978.7 87.0 891.7 1205.6 108.1 1097.5
Poland 140.0 48.7 91.3 144.5 50.7 93.8 162.2 59.9 102.3
Russia 65.8 33.2 32.6 66.6 23.1 43.5 98.2 33.9 64.3
Croatia 139.6 25.3 114.2 160.7 33.2 1275 207.9 46.3 161.6

Contd...
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Continent/ Country

Total
Hungary 142.7
Yugoslavia 26.5
Greece 222.8
Bulgaria 27.7
Ukraine 1.5
Turkey 301
Romania 15.4
Serbia and Montenegro N/A
Latvia N/A
Lithuania N/A
Asia 162.6
South Korea 1060.1
Japan 3507.5
Tiwan 1088.5
Hong Kong 1545.2
Israel 1017.7
Malaysia 198.3
Singapore 959.0
Thailand 53.9
India 11.5
Lebanon 133.7
PR China 20.0
Bahrain 219.7
Jordan 24.8
Phillipines 11.8
UAE 302.4
Sri Lanka 9.7
Indonesia 7.7
Oman 77.4
Vietnam 4.0
Iran 1.2
Kuwait 131.5
Pakistan 2.7
Saudia Arabia 47.2
Bangladesh 1.6
Africa 30.1
South Africa 446.3
Mauritius 156.1
Zimbabwe 25.5
Morocco 32.8
Kenya 9.4
Ivory Coast 9.5
Tunisia 33.1
Nigeria 23
Egypt 8.7
Algeria 9.2
Oceania 1172.6
Australia 1668.3
New Zealand 731.0
World 393.3

2001**
Life

59.3
0.2
108.9
5.0
0.1
5.5
3.2
N/A
N/A
N/A

125.0

763.4
2806.4
760.9
1249.7
525.2
129.5
713.2
34.1
9.1
23.6
12.2
48.6
3.6
6.6
56.3
4.3
3.6
13.6
2.1
1.1
30.3
1.2
0.6
1.0

224

377.2
95.3
12.4

9.4
29
29
29
0.5
27
0.4

697.5

1040.3
198.4

235.0

2002**

Non-Life Total Life
83.4 186.9 76.7
26.3 N/A N/A
113.9 253.1 116.0
22.6 43.1 9.9
11.5 171 0.1
24.5 35.0 6.5
121 22.3 5.6
N/A 33.0 0.4
N/A 68.5 2.9
N/A 57.9 10.9
37.6 167.8 128.1
296.7 1159.8 821.9
701.1 3498.6 2783.9
327.6 1279.2 925.1
295.5 1583.0 1237.9
492.4 981.1 459.3
68.7 198.0 118.7
245.9 1030.7 730.1
19.9 65.2 421
24 14.7 1.7
110.1 116.1 23.2
7.8 28.7 19.5
1711 295.2 65.3
21.3 40.1 5.1
5.1 14.7 8.7
246.1 317.0 74.0
54 10.6 4.5
4.1 11.9 52
63.8 84.0 14.8
1.8 6.3 3.8
10.1 15.7 1.5
101.2 154 .1 36.8
1.5 2.7 1.0
46.5 41.6 1.7
0.6 1.6 1.0
7.7 29.2 21.5
69.1 425.3 360.5
60.8 171.0 103.7
13.1 13.5 7.8
23.3 37.0 12.2
6.6 11.6 3.0
6.6 9.7 3.2
30.2 38.8 3.2
1.8 2.5 0.5
6.0 7.8 2.4
8.8 1.7 0.5
475.0 1201.8 668.7
628.0 1705.9 1010.4
532.6 926.2 211.1
158.2 422.9 247.3

Non-Life

110.2
N/A
137.2
33.1
17.0
28.5
16.7
32.6
65.6
47.0

39.7

337.8
714.7
354.1
345.2
521.8
79.3
300.6
23.1
3.0
92.9
9.2
229.9
35.1
6.1
2431
6.1
6.6
69.3
2.5
14.1
117.3
1.7
39.9
0.6

7.7

64.8
67.4
5.7
24.8
8.5
6.5
35.5
2.1
5.4
11.2

533.1

695.6
7151

175.6

Total

247.8
N/A
342.8
49.2
35.4
47.7
35.8
40.8
90.1
76.6

183.4

1243.0
3770.9
1433.3
1832.6
1040.6
227.0
1620.5
79.6
16.4
115.6
36.3
N/A
41.4
14.6
310.7
12.5
14.5
99.0
6.7
223
148.0
2.9
41.2
2.1

36.4

583.9
196.5
37.2
42.8
12.9
N/A
45.9
3.0
8.4
12.5

1449.3

2041.4
1215.1

469.6

2003**
Life

99.1
N/A
152.1
5.5
0.3
8.4
8.4
1.4
4.0
20.1

140.1

873.6
3002.9
1050.1
1483.9

460.8

139.8
1300.2

52.0
12.9
31.0
251
N/A
5.2
8.6
72.5
5.3
6.4
13.8
4.1
1.7
36.9
1.1
1.7
1.4

26.1

476.5
119.1
214
12.0
3.4
N/A
4.0
0.6
27
0.5

750.7

1129.3
272.0

2671

Non-Life

148.7
N/A
190.7
43.7
35.1
39.3
27.3
39.4
86.1
56.4

43.3

369.4
768.0
383.2
348.7
579.8
87.2
320.3
27.6
3.5
84.7
1.2
N/A
36.2
6.0
238.2
7.1
8.1
85.2
2.7
20.5
1111
1.8
39.5
0.7

10.3

107.4
77.4
15.8
30.8

9.5
N/A
42.0
2.5
5.7
12.0

698.5

9121
943.1

202.5

Source: Swiss Re, Sigma volumes 6/2002, 8/2003 and 3/2004
* Insurance density is measured as ratio (in Per cent) of premium to total population

** Data relates to Calendar years
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REVENUE ACCOUNT : ALL LIFE INSURERS

Particulars

BSLI

2003-04  2002-03 2003-04

Premiums earned - net

ICICI PRU

ING VYSYA
2002-03 2003-04 2002-03 2003-04

LIC.
2002-03

HDFC STD LIFE MNYL
2003-04 2002-03 2003-04 2002-03

(a) Premium 53754 14392 98928 41762 8851 2116 6316760 5462849 29776 14882 21525 9659
{b) Reinsurance ceded 770y (403) (191) (28) (22) 4 (3831} (2794 (794 @1y (318) (154)
{c) Reinsurance accepted 137 182
Income from Investments
(a) Interest, Dividends & Rent - Gross 1312 287 2656 1863 102 35 2721569 2507983 1203 528 878 406
(b} Profit on sale/redemption of investments 128 22 2315 626 349699 128251 1428 46
(c) (Loss on sale/ redemption of investments) (91 6) (20) (86694)  (33223) (11
{d) Transfer/Gain on revaluation/change in fair value
(115) 19
Other Income 193 15 1690 17 39 5 11250 36533 119 (64) 13 12
Transfer from Shareholders' Account 8216 6770 23677 15838 7503 4752 2864 5355 24501
TOTAL (A) 62743 21079 128939 60078 16472 6904 9308890 8098781 34604 20270 46598 9923
Commission 7713 2951 8651 3776 1993 645 573384 499861 3865 1977 4028 1849
Operating Expenses related to Insurance Business
14512 8907 29639 17383 9891 5775 518650 462109 9823 6973 16273 11194
Provision for doubtful debts 1 1 50849 26541
Bad debts written off
Provision for Tax 1257 150628 125862
Provisions (other than taxation)
{a) For diminution in the value of investments {Net)
(3018) 26077
{b) Others 700407 824646
TOTAL (B} 22226 11859 39546 21159 11883 6420 1999899 1965097 13688 8950 20301 13043
Benefits Paid (Net} 772 102 816 316 178 29 2392375 2053039 270 55 600 249
Interim Bonuses Paid 23362 21635 2
Change in valuation of liability in respect of life policies
(a) Gross* 40377 9782 24843 18723 4415 458 4838442 4010200 21644 12291 10123 4546
{b) Amount ceded in Reinsurance (633)  (665) ©)] 3) (999)  (706)  (139) (25)
{c) Amount accepted in Reinsurance
(d) Transfer to Linked Fund 63734 19881
TOTAL ( C) 40516 9219 89393 38920 4589 484 7254178 6084875 20916 11641 10584 4770
SURPLUS/ (DEFICIT) (D} =(A}-(B)-(C} 54813 48810 (321) 15713 (7890)
Deficit at the beginning of the year (15713)  (7823)
Surplus available for appropriations 54813 48810 (321) (0) (15713)
APPROPRIATIONS
Transfer to Shareholders’ Account 54813 48810
Transfer to Other Reserves
Balance being Funds for Future Appropriations (321)
Deficit transferred to Balance Sheet (15713)
TOTAL (D) 54813 48810 (321) {15713)

* represents mathematical reserves after allocation of bonus
Note : Figures in brackets represents negative values
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STATEMENT - 4

(Rs lakh)
AMP SANMAR  ALLIANZ BAJAJ SBI-LIFE OM KOTAK TATA-AIG MET-LIFE AVIVA TOTAL

200304 2002-03 2003-04 2002-03 2003-04 2002-03 2003-04 200203 2003-04 2002:03 2003-04 200203 2003-04 200203 2003-04 200203

306 647 20080 6917 22567 7239 15072 4032 25353 8121 2873 791 8150 1347 6628793 5574754

(96)  (46) (155  (56) (18) (398)  (60) (418)  (87)  (39) (1) (40) 8) (7086)  (4127)

137 182

33 8 38 M7 1041 358 48 M 754 26 7 3 110 49 2730502 2511894

14 184 32 146 144 255 26 247 31 354392 120153

0) ) 4) (6) (86822) (33234)

(@) 4 (26)

9 135 83 7 21 2 13475 35604
8638 4000 4000 2699 2080 9758 6307 4355 1976 7678 4480 107817 47631
11699 609 26512 11095 26437 9821 25213 4014 32045 12607 4887 783 16140 5802 9741181 8261855
547 167 5044 1242 943 187 1920 761 4158 1480 673 167 1936 210 614854 515273
5219 3398 13237 6672 5735 2330 8984 6138 11504 6352 4465 3044 9950 4841 657881 545115

50850 26542

151885 125862

(3018) 26077

77 709484 824646

5766 3565 18281 7914 6678 2517 10981 6898 15662 7832 5138 3212 11886 5050 2181936 2063515

50 9 78 B 245 M4 08 21 852 367 54 18 7 6 2398875 2054522

0 1 23364 21636
1647 157 7459 2749 17634 7020 4463 2320 13424 4400 1488 523 4185 B30 4990142 4074027

(20) (42) Y 3)  (1843)  (1402)
5031 2107 70872 19881
1697 166 7738 2785 19759 7304 9902 2341 16383 4776 1500 541 4254 842 7481410 6168664
4236 (3122) 493 395 4330 (5226) (1751)  (2970) 77834 29677
(4236)  (1114) 411 (2970) (22508)  (8937)
(4236) 904 395 4330 (5226) (4721) (2970 55326 20740
(993) 54813 47817
(16) (2986)
904 411 04 (4142)
(4236) 4330 (4233) (@721)  (2970)
904 395 4330 (5226) (4721) (2070} 55326 20740
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PROFIT AND LOSS ACCOUNT : ALL LIFE INSURERS

Particulars BSLI ICICI-PRU ING-VYSYA L.I.C. HDFC STD LIFE MNYL
2003-04  2002-03 2003-04 2002-03 2003-04 2002-03 2003-04 2002-03 2003-04 2002-03 2003-04 2002-03
Amounts transferred from the
Policyholders Account
(Technical Account) 54813 48810
Income From Investments:

{a) Interest, Dividends & Rent

- Gross 564 576 975 620 548 645 1012 887 846 952 760 1094
{b) Profit on sale/redemption

of investments 12 175 477 572 731 343 704 315 58 19
{c) (Loss on sale/ redemption

of investments) (33) (2) {(18) (51)

Other Income (81) 45 1 14 34 (74) 565 1
TOTAL {A) 461 794 1445 1206 1279 988 55825 49697 1534 1194 1384 1113

Expenses other than those
directly related to the
insurance business 19 119 159 86 75 22 644 1013 659 159 67

Bad debts written off

Provisions {Other than

taxation)

(a) For diminution in the value

of investments {Net)

(b) Provision for doubtful

debts

{c} Others 565
Contribution to Policyholders

Account 8216 6771 23677 15838 7503 4752 2864 5355 24501

TOTAL (B} 8235 6890 23836 15924 7578 4774 644 3877 6014 24660 631

Profit/ (Loss) before tax (7774) (6096) (22391) (14718) (6299) (3786) 55181 49697 (2344) (4820)  (23276) 482
Provision for Taxation (233)
Profit / {Loss) after tax (7774) (6096} (22158} (14718) (6299) (3786) 55181 49697 {2344) (4820)  (23276) 482

APPROPRIATIONS

{a) Balance at the beginning

of the year (10538) (4442) (25249) (10531) (6880) (3094) {7465) (2645) 15 (487)
(b)Interim dividends paid

during the year

{c}Proposed final dividend 54813 48810

(d)Dividend distribution tax

{e)Transfer to reserves/ other

accounts 368 887

Profit carried to the Balance

Sheet {18312) (10538}  (47407) (25249) (13179) (6880) {9809) (7465)  (23262) 15

Note : Figures in brackets represents negative values
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STATEMENT -5

(Rs lakh)

AMP-SANMAR  ALLIANZ-BAJAJ SBI LIFE OM KOTAK TATA-AIG METLIFE AVIVA TOTAL
2003-04 200203 2003-04 2002-03 200304 200203 2003-04 2002-03 2003-04 200203 2003-04 2002-03 2003-04 2002-03 2003-04 2002-03
54813 48810
764 934 1008 970 811 1079 615 1015 613 862 732 858 611 688 9858 11179
409 25 352 415 259 322 132 256 9 2 65 1791 389 4000 2833
(9) © 0 (2} Y] 3) 2 (33 U @ (15 (5)
@73)  (203) 5 15 8 11 (44) 0 0 269 (235)
891 756 1350 1385 1075 1416 752 1210 619 872 763 815 1402 1077 68790 62582
142 31 0 R 17 84 4 8 108 792 1 144 19 2524 1929
0 0
108 8 233 269 13 14 246 964

8638 4000 4000 2699 2080 9758 993 6307 4355 1976 7678 4480 107817

8780 140 4040 4040 2716 2165 9995 1270 6428 5161 1976 11 7822 4498 110587 51518
(7889) 616 (2681) (2655)  (1641)  (749)  (9242) ©)  (5809)  (4289) (1213) 804  (6420) (3422) (41798) 11064
(108) 1 0 (341) 0
(7780) 616 (2681) (2655)  (1641)  (749)  (9242) (0)  (5809)  (4289) (1213) 804  (6420) (3422) (41457) 11064
82 206 (4220) (1565)  (760) (1) 12 12 (71172)  (2883) 520  (284) (3422) (64337) (25704)
54813 48810
368 887
(6959) 822 (6901) (4220)  (2400)  (760)  (9230) 12 (12981)  (7172) (693) 520  (9842) (3422) (160974) (64337)
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BALANCE SHEET : ALL LIFE INSURERS (AS AT 31srMARCH)

BSLI ICICI-PRU ING-VYSYA L.C. HDFC STD LIFE MNYL
2004 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
SOURCES OF FUNDS

SHAREHQLDERS' FUNDS:

SHARE CAPITAL 29000 18000 67500 42500 24458 16939 500 500 25441 21673 34608 25474
RESERVES AND SURPLUS 12043 11875 15
CREDIT/[DEBIT] FAIR VALUE CHANGE
ACCOUNT 5 (107) 16 pe (78) 4

Sub-Total 29000 18000 67505 42393 24474 16939 12543 12175 25469 21594 34612 25489
BORROWINGS 185 133
POLICYHOLDERS' FUNDS:

CREDIT/DEBIT] FAIR VALUE CHANGE

ACCOUNT 1333 2167263 154382 344
POLICY LIABILITIES 3067 12357 56886 32044 3097 809 32135683 27209386 33364 14375 16012 7122
INSURANCE RESERVES 247095 248380
PROVISION FOR LINKED LIABILITIES 50840 9777 86500 20817 214 nmn 590 1655
Sub-Total 53907 11014 144720 52661 5405 942 34587213 27703338 35363 14375 16012 7122
FUNDS FOR FUTURE APPROPRIATIONS 3 3 2498 520 2%
TOTAL 82910 20017 22224 95254 29879 17882 34602254 27716034 60833 35995 50624 32611
APPLICATION OF FUNDS
INVESTMENTS
Shareholders' 10738 6456 21853 12814 3942 7580 11613 10753 6395 8800 8520 8646
Policyholders' 412 1183 57449 32994 3097 809 29696518 22637442 33995 13104 16012 6558
ASSETS HELD TO COVER LINKED 50840 o777
LIABILITIES 86500 20817 2124 20987 565 1655
LOANS 10 216 1 1 4355618 3707474 58 65 0
FIXED ASSETS 304 % 5481 4142 3003 1789 113897 10631¢ 5028 4234 5548 3391
Deferred Tax Asset (Net) 1024
CURRENT ASSETS
Cash and Bank Balances 5120 013 5082 3204 6351 1870 1007389 981697 5826 3726 1694 503
Advances and Other Assets 1666 1161 4664 2101 1534 1166 1529761 1609746 2344 1639 2719 1761
Sub-Total (A} 6785 3334 9697 5304 7885 3036 2537151 2501443 6170 5365 4413 2264
CURRENT LIABILITIES 8063 4537 16184 6968 3241 2151 583141 473072 4094 2046 709% 3957
PROVISIONS 1216 4n 195 123 121 I 1550589 864890 183 9 U 3
Sub-Total (B} 9219 5009 16379 7091 3362 22 AN 1337962 217 3038 T30 3960
NET CURRENT ASSETS (C) = (A - B) (24%4) (1675  (6683)  (1787) 4523 814 403421 125481 3893 221 @27 (169)

MISCELLANEOUS EXPENDITURE (to the
extent not written off or adjusted)

DEBIT BALANCE IN PROFIT & LOSS

ACCOUNT (Shareholders' Account 18312 10538 47407 25249 13179 6880 9808 7465 23262
Debit balance in Policyholders' Al 15712
TOTAL 82010 29017 212224 95254 20879 17882 34602254 27716034 60833 35095 50624 32611

Note : Figures in brackets represents negative values
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STATEMENT - 6
(Rs lakh)

AMP SANMAR ALLIANZ BAJAJ SBILIFE OMKOTAK TATA-AIG MET LIFE AVIVA TOTAL
2004 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003 2004 2003

16000 12436 14942 14908 17500 12500 15062 13066 22935 18335 16000 11000 24280 15480 308225 222811

8§22 6T 493 504 5216 (28) 520 M R

6 (15) 1 75 (1) 341 3 9 5 2 484 (198)
16006 13244 24810 19841 17575 12489 20265 18282 20276 18308 16003 11528 24285 15482 335822 245763

3 3 31 760 628
f 239 0 2 57 1 2160259 154383
82 254 Te8T 3090 26079 8466 742 2679 18460 5000 1985 530 &7 5 330352 27375035
(4236) (6576) 47005 238168

w3 B3 8% 5031 1812 540 830 194112 32038
2060 (3595 10542 3000 2638 8466 12195  (3807) 20272 5020 2217 660 5254 836 92578 27800251

W04 4 i) 315 90

18166 9649 36256 23342 43893 20956 32471 14385 43548 23337 18220 12197 29539 16317 35260815 28046974

8617 8440 14076 12879 14806 10851 5718 7908 7342 9257 9231 5029 12607 10984 135458 120398
819 254 8591 3501 23116 7230 72N 2679 18051 4518 1985 2970 5 21 20869372 22713263
983 23 2856 5031 1812 5197 1438 177985 32621

5 1 26 48 22 4356168 3707598

805 730 12 2448 690 412 2296 2001 1662 1534 984 695 1042 637 146638 131069
1024

690 645 4400 1473 5072 844 2042 1567 3244 1598 1396 1054 228 531 1051284 1000886
686 429 2329 1551 2080 2067 1704 1588 4170 2179 853 648 918 517 1555928 1626612
1376 1075 6729 3024 7663 M 4645 3158 7414 i 2249 1702 3046 1108 2607212 2627497

1378 841 5895 2729 4766 1206 3895 1329 5648 3009 1568 1139 2197 1257 647166 505138
14 3 119 0 6 5 108 76 88 20 74 30 55 36 1552802 865852
1302 873 6014 2729 4172 1209 4002 1405 5736 3029 1642 1169 2252 1203 2199968 1370990

(16) 201 s 295 2881 17M 643 1750 1678 748 607 534 79 {185) 407244 1256507

108 108
6959 901 4220 2400 760 9230 12981 nmn 693 9842 3422 160074 68675
2256 47121 2970 6977 18682

18166 9649 36256 23342 43893 20055 32471 14385 43548 23337 18220 12197 20539 16317 35260815 28046974
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STATEMENT 7

LIFE INSURANCE CORPORATION OF INDIA :
CAPITAL REDEMPTION AND ANNUITY CERTAIN BUSINESS ( NON PARTICIPATING)

REVENUE ACCOUNT
(Rs lakh)

2003-04 2002-03
Premiums earned (Net) 1306 1122
Profit/ Loss on sale/redemption of Investments (2) 89
Change in Policy Liabilities (4042) (1818)
Others 1 3
Interest, Dividend & Rent — (Gross) 328 281
TOTAL (A) (2409) (324)
Claims Incurred (Net) 423 450
Commission 41 47
Operating Expenses related to Insurance Business 109 69
Others - Amortizations,Write offs 11 (116)
and Provisions
Foreign Taxes
TOTAL (B) 584 449
Operating Profit/(Loss) C = (A - B) (2993) (773)
APPROPRIATIONS
Transfer to Shareholders’ Account (2993) (773)
Transfer to Catastrophe Reserve
Transfer to Other Reserves
TOTAL (C) (2993) (773)
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STATEMENT 8

LIFE INSURANCE CORPORATION OF INDIA :
CAPITAL REDEMPTION AND ANNUITY CERTAIN BUSINESS ( NON PARTICIPATING)

PROFIT AND LOSS ACCOUNT
(Rs lakh)

2003-04 2002-03
OPERATING PROFIT/(LOSS)

(a) Fire Insurance
(b)  Marine Insurance
(c) Miscellaneous Insurance (2993) (773)
INCOME FROM INVESTMENTS
(a) Interest, Dividend & Rent — Gross
(b) Profit on sale of investments
Less: Loss on sale of investments

OTHER INCOME
TOTAL (A) (2993) (773)
PROVISIONS (Other than taxation)
(@) For diminution in the value of investments
(b) For doubtful debts
(c) Others
OTHER EXPENSES
(@) Expenses other than those related to Insurance Business
(b) Bad debts written off
(c) Others
TOTAL (B)
Profit Before Tax (2993) (773)
Provision for Taxation
Profit after Tax (2993) (773)
APPROPRIATIONS

) Interim dividends paid during the year

) Proposed final dividend
(c) Dividend distribution tax

) Transfer to any Reserves or Other Accounts

) Transfer to General Reserve

(f)  Balance of profit/ loss brought forward from last year
(g) Balance carried forward to Balance Sheet (2993) (773)
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LIFE INSURANCE CORPORATION OF INDIA

STATEMENT 9

CAPITAL REDEMPTION AND ANNUITY CERTAIN BUSINESS

(NON PARTICIPATING)

BALANCE SHEET (AS AT 31st MARCH)

SOURCES OF FUNDS
Share Capital

Reserves and Surplus

Fair value change account
Policy Liabilities

Borrowings

TOTAL
APPLICATION OF FUNDS
Investments

Loans

Fixed Assets

Current Assets :

Cash and Bank Balances
Advances and Other Assets
Total Current Assets (A)
Current Liabilities :
Provisions

Total Current Liabilities (B)
Net Current Assets (C) = (A - B)

Miscelleneous Expenditure
(to the extent not written off)

Debit balance in Profit and Loss A/c

TOTAL

2004

36
2772

6819

9626

8386

15
1299

1314
74

74

1240

9626

2003

36
865
5770

6671

3864

2487
406

2893
86

86
2807

6671

(Rs lakh)

96



ANNUAL REPORT 2003-04

0 *'pjuod

T
mmg_ (0696) v6.z  89SLL 9567 629,  ¥96S  ¢£9l9L  (eovz)  (espzz) Les8 8eShl  pS80L  (26S62) 69601  LLP6T (9) V1oL
w $SBAI8S8Y JBUIQ 0} Jejsuel|

T
_m aMasaY sydonseles) o} Jajsuel |

n
€1900  (0696) v6/Z  89S/L  9G162 629, 966 €919,  (60v2)  (eovze) 1658 8eShl  S80L  (26G6Z) 6960L  LIv6T Junoody SIepjoysleyg o} Jsjsuel]
SNOILVIYdOYddV
(g - ) =0 ssaujsng snoauejjeasiyjauiep o4
€90,  (0696) ¥6LZ  89GLL 9567 629,  ¥965  ¢£9L9L  (eopz)  (esvzz) Les8  8eShL  $G80L  (26567) 69601  LLP6T oy (ssoTyoid Buneiedo
098512 90S6LL LTI YELWT  ¥ESERT 60107 G80LL  OVEGZ  SLO9BE OL9E6C 8GOl TG8GL  988/Z¢  1BLOSE 298Kl £1879 (g) Tv1i0L
viy €28 8 €8 (174 181 g 65 soxe] ublaio4
516 09y 982 0LL 899¢ £50¢ 10T vl blZL 866G It 6cLl  8L0L 928 8. Ll SUOISIAOI % SHO BJIAN'SUONBZINOWY - SJ8UI0
65289  00WF  VibP  GYEL  LbZ8L 169G 8kl 908GL 79068  6LI6G  T2ES  LOSKZ  TBBEEL  POOS6 6629  80GZE $s8UISNg 0UBINSU) 0} paje|el sesuadx3 Buieledo
b2y 10z (G12)  (els7) 0682 1005 (#19)  (96¥L)  pLE6L €101 (0POL)  MpEE  Z9ELT  OFLZL 98T 1668 uoissiuwoy
SS99%)  1/9SZ) ZEP8  26STh  G9.8S) 66CLYL  B6V/9  9LO0L  1S669T €ZGLLT  L6OLL  [€/9F  8SELLT  0S0LET  ¥6L8  ¥ELOT (18N) padinou| swierd
£66077 61969} ZIZSL 0L 1626LT 8ELPLT  6POLL  SOSMY  L09SSE  €SLLLZ S90S 06E.8  OLIGSY  68502€ 1€8SZ 06226 (v)vioL
GSGEE 000/  TLBL  L19F  69ZGE 6YE6Z 966l 086  L90PP  60BEC  OLEC /€89 8WIPS  Z8hlk 6268  [S/8 $5019) — Jusy *p PUBPIAI ‘JSBIoN|
8l vl o 19 vl 09 (1) Gl S18UI0
8kZL W8S  €oF £66 90.L0¥ L188€ 682z ey 6286 ¥9SL  OfL Gzl S19SZ  €296L  6G8)  EELY sjuauysaay| 4o uodwiapayales Uo $so old
118581 9G99€L 268Z)  0£09E  9vIL6l €SPIGL  6/821  pI6ZE  9LL6ZE  08967C 600LC  [206L  OP6BSE  €8VEST  €POOT  6LBL {18N) pauses swniwaid
lejol S|y Buuep ald leyol SN sulep all4 lejol S|y Buuep ald lejoL SIN aupel a4 SUVYINIILMYd

£0-2002 ¥0-6002 £0-2002 $0-£002
IVINIINO VIONI MaN
(yxer sy)

0T - INJN3LVLS

$13InSU| 8}I7-UON 10238 21|qNnd : JUN0IDY aNUBARY

97



ANNUAL REPORT 2003-04

15000 0wz (626)  (cou) (eesz)  evSo  (oLokz) 080L  8es0z  €6S9b  (bMpMM)  boop  oweez  lv69  (ozsel) 2007 soeLk  (Ler)  (zazee) chab  shlel (9)TvL10L
$BAIBSBY JBUIQ) O} JajSUel |
anesay aydonsejes) o} Jajsuel|
19000 ov92r  (v6ze)  (c08) (e6e7)  oS9  (0.0k2) 080L  8es0z €SSOk (viwbM) MO0y owsc 69 (ocsel) 99z soe  (ked)  (zizee) ciehl  splel JUnoooy Sispioyaleys of Jajsues]
SNOILYIdOYddY
(g - ) =0 ssaujsng snosuejjaasiyyjauLiep/ely
509 overy  (eze)  (c0s) (eosz)  svse  (ookz) osor  ecsor ecsoh  (wv) w0y oveez w69 ozsel) 2 sosl (k) (euese) kb vk ey (ssoauaig Busiedy
0887Ch)  L0G0ZE} 2687 TGI8E  SZONO  L0SSST OGL60Z OSL  GWPIE  OFQLOT 20287 0GEZ) 690  MSI9ZZ O0S06b PLYEL  7LL2T  WOMMGT 0L68ST LbWTL  OHOOT (8) 101
1414 124 saxe] UbiaIo4
e 088l V9 w206 809 L8 L€ 05 0ee W om W w0 W SUOISIAO.] ' SHO GJLAN‘SUOEZINOWY -SI3UI0
T 900 WS 0I6  [SIp 09  88KTr  BYS  292bh  MMIGL GGG G66G 9861 00K09  696PY  66GE  MESHL  PEOSL  Q0KBS  MOME  €68)) Sseuisng aoueinsu) o) pajeal sesuac3 Buneisdg
IS\ 4443 (601} (8)  (ieew) ze6z (o) Gspe) 88 usw  (096)  (6zer)  wesk  elss (000 (Gsor) el 68 b6k (08) volssIuWwo)
975708 96506 15792 WPEE  9G60C  9vS06L OKSOOL 066  0S00Z  LNZWBL G96SOL OLLL 280V 9969K LL08E) €OS0L  9ZEE  06GOMT 0861 GHMG 6006 (1) paunou swier)
IEOCHL  LUSEOEL  86PGL  0SOSC €685 SS0Z07 89881 0SELZ 896N  POMST 86917 MG6DL  GMMOS  669SCT 98691 9SO  LISOY  LPMGST 869S2Z 009E7  68L6¢ (v) v10L
86IGPL  10089F 886 L0M88 G006 €7 786h  998S  26C9C  €MET  MENS  OIWET  09EZ 07 9005 SEMBE  O0MST 09T 29ge $50/9 - JusY § pUBPING ‘Jsalal|
76 (er2) £ 62 58 e % o e b ) pl (A3 % REy)
%28 £05600 ¥S9Zh  8LLOL W8 SO  0S69T 8SEZZ  66PL  CGKE bBSL 0800 85 66 C6Z0b  GAEEl 667 66GL  SWewjsanu| Jouondwapayales uo $soT floid
pGRGS6  062980K 0168) 92066  PO/SC  8€60LZ 90Q/FL 0GOSL 082G  €OOEMT LIS OLIEL LTy 96996L GOGZPL SZSL  0L09C  IBLSET SI¥BL  OMGGL  T8YE (1an) pauses sunwalg
0700 $0-6002  pO-600Z €0-T0OZ $O0-007 [IOL  OSIN  dupe &My [eloL  OSIN  AuMely  ad  [ejoL Sy ouuey  aid (R0l OSIN  ouuely  any SYVINIILYYd
101 1Y 9993 £0-2007 $0-600 £0-200 $0-6002
@3LINN TYNOILYN
(ippersy)

$JaInSU) dyIT-UON J0}09G ANIANg : JUN0AIY aNUAGY

98



ANNUAL REPORT 2003-04

sjunowe aAneBau ajesipul syexoelq ul sainbi4

¥0/€0/L€ 0} 200Z/2L/0Z Woly pouad ay) 0} s8jejal - "I’V : 810N

12454 9¢s0z  (ze6z8) 4 z i 487 12882

€ z € z

81867 L1286 008¢ 60€S 6.2vL  099¥E 12901 €0tV 690l  ¥¥6ES
0es1 LLLL (kA1 921 0ze ¥8¢ 0ze 0ze 95z 0ze €1S 121G
PP6LL  LLSEL ¥¥6 LLEL 00sZ 000€ 00s2 00sZ 0002 00s2 000t 00St
¥ev.9  e6cvel (2628) 98Y 9589 660LL t¥08€ g6VEL €TLL 66£9 /¥9le  18S5C  L206S
98eve  €9zeT 9zle 9gze JAR S 4 g6zl LG 8.1 06LLL  98/€L  10.S 891G
0Z816 299151 (2628) 6852 €606 9l¥lz  6££6E  €¥6EL  LOEL 68GLL CEYSY Z8ZLE  68.LY9
vroLL 2895 89 82 Levl Sv6 0zvs oroL gL 1 4°1:T4 vizz  (vso0s)
968 (9ss€) €9 5002 €801 S6. 586 (rosL)  (889%)
0¥0l 056 6.6 9.8 59 17

0cs (¥9) S ¥6 09l €9 (0g2)
€68¢ 9892 8z 895 gze 65S ozl 014 99/1 €9€2 L¥S
S8ty 199G (97) (951) 1642 151G Lzl (L62) 8191 €2¢e
98201 treeol (bzes) 6852 1zLe €162Z +8Z0F €9€6lL LvEVL 2006 1808Y L66EE  SEL6S
98G¢ [R2:T4 oL ford % 9z A 868 GG. 89¢ (1) 0612 1961
(o)  (g22) (1) (oo1) (e (o1) (1) (812)
€6lLvl  Llz6E €Ly 6£06 69¢€Z 9ZLS 60v1 8286 L¥29 elerde]!

6€L69 6088L 0.0} 88lElL L68LL 9922l 80.L¥lL 8SL6 LL/0) 2SS9 168 Gl6.C 6¥8l€E

25091 ov9zvy (veze) (c0z5) (ce682) 8ps9  €es9L  ve9  (z1eT) €2901 9si6z (60¥2)  vSsolL
(covzs) (9e88L) (¥626) (€028) (ee82) (0L012) (wLvLL) (ozsel) (zrzee) (0696) 629L  (€8¥22) (26562)
TL0LT  8bLlzZE 080L L09Y  299Z  €1TLL  ¥6LZ  ¥96S  LES8 69601
6v7.9 62188 8€S0Z OvEEZ GS08ZL  €¥.6L  89SLL  €9L9L  8ESLL  LiV6T

€0-2002 v0-€00Z ¥0-€00C €0-2002 ¥0-€00C €0-200C P0-€00Z £0-200C v0-€00C €0-200Z ¥0-€00Z €0-200C ¥0-€£00Z
aviol v 299203 a3lINn TVNOILLVYN AVAIN3IRIO VIANI M3N

j99yg asuejeg o} /) aosuejeg

1eak )se| wouy J/g SSO7 / IJoid Jo aosuejeg

SAI9SDY |eIaUSY) 0} Jaysuel )|

SJUNOIDY JBYIQO 10 SOAIasayY Aue 0} Jaysuel] (p)

xe} uonnquisip puspialg (9)

puspiAlp [euy pasodoid (q)

Jeak sy} Buunp pred spuspialp wusiy ()
SNOLLVIddO¥ddV

Xe] l1aye jjold

uolexe] 10} UoIsIiAOlH

Xe| alojeg Jjoid

(a) viol

s1ayio (9)

4O uspum sygep peq (q)
ssauisng

80UBINSU| 0} PojRIaI 9SOy} Uy} Joylo sesusdx3] (e)

S3SN3IdX3 43H10
s1eyi0 (9)
s)gep (nfqnop 104 (q)

SJUBLWIISBAUI JO BNJeA Y} Ul uopnuIwIp 104 (B)

(uonexey uey} 12U10) SNOISINONU
(v) Iviol
JNODNI ¥3HLO0

SJUSWISBAUI JO S|BS UO SSOT  :SS97
SJUSLLISBAUI JO 3[BS U0 Jjoid (q)
SS0IS) — JUSY P puaPIAI] ‘¥sasalu| (e)

SLN3IWLSIANI NOYd FINODNI

aoueInsu| snoaue||9osIA (2)
aoueunsu| auue (q)

aouelnsu) all4 (e)
(SS07)/1140¥d ONILVH3IdO
SUVINDILAVd

(uxe) sy) .
SJainsu| 8J17-UON 10)938 2l|qnd : JUN0JJy SSO7 pue }ijoid
TT - INJN3ILVLS

99



ANNUAL REPORT 2003-04

sZeivel §6506€2 00002 00¥sS 12899 61£012 8188ty 618052 [£{4%24 90v¥Z 0995€Y 785045 6€18.6 Iv101
2628 7628 (92uejeg JIgaq) JunoadYy $SOT 9 1oId
(pajsnipe
PLEL 295v6 681 1952 05€62 100€2 98€T €611z 08€Z 87802 10 40 UM J0U JU3IX8 34 0}) SInypuadXT IS
28084€1- ghLiseri- vevi 788v¥ £0vSS bIep6e- 22€955- 0Lbive- 904582- £7800¢- 09692¢- Ervety- £9662p- (g-v)=(0) s1essy yuaiing joN
18€102¢ 6¥20LS¢C 99¢Ev8 VLCLLL 969921 29.16¢5 (85185 186207 [9A4744 VLVvECY 8¢CrIv £68.2L S06¢LL (a) le3oL-qng
192219 P5ev89 1£081 62r8e 81474 10€0EL S09€eel 816621 S¥6LYL 9Lvich 9092¢lL ¥8022¢ JAY XA suosirold
6806951 §685281 Geeo9 G¥88. §¥Z20L 29¥66€ 8/6€5Y 816212 82597¢ G6610€ (44133 608509 88159 S3ILINAVIT LN3YAND
512688 SEISL01 66,98 691291 660281 16Z5¢1 19Zi€L 181191 99¢681 82922} 89ZL€L 0svi0¢e Tre6re (v) 1soL-ang
12095¢ 11869¢ 909¥ 7800} 4474 18118 92209 619¢€9 G088 618.5 0v.28 €0.2V) 806181 Sjessy JayjQ pue saouerpy
£02.2S 862502 v6zl8 9,028 119691 yares ye0LL 89186 262101 6¥.v9 82518 9v.881 yEVLOL douefeq yued @ yseo
S13SSV LN3¥uNJ
[4%:4 14544 29y 888 (114174 GZse Sjossy xe| paliajsq
£CLie SI5.¢ 96¢ €L¥S 8795 £65L GzeL 861L €161 €6 278 62601 81¥0) Sjessy paxi4
8062.¢ 19€€L2 L€ GoLL 8GEYL TriSL 18667 ¥8ELS 0671 1701 £€L96 68076 SueoT
1G96€€C 995.0v¢ 8896 LL9% LY ¢€€09S [4AXATA cLevEY LLOEYI 8EVSOY 2£9¥89 LE8¥88 y8eLeL SjususeAul
SANN4 40 NOILYITddY
szZsIvel S6506€T 00002 00¥5S 12899 61€0v2 81887 618052 1351574 90vvee 099s€Y 7850.S 6€18.6 Ivi0lL
€l 553 €l 545 I Xe| pausjeq
sbuimoliog
305019 9179061 GL1G6 755692 209¢rL 1£962€ SLoLPL Ihreze 9/10€2 682€85 Junooay afuey) anjep Jied
P00L¥9 14 18ELL 96991 €09¥EL $92691 L1216 025101 L6EEL 812201 90¥0¢€ 0S€Er8e sniding 9 santesay
J00v8 000011 00002 000¥Y 00008 0000} 0000} 00001 00001 00001 00001 00001 0000} [ende aieys
002 $002 v00Z €002 7002 £002 7002 £002 $002 €002 7002 €002 7002 SANN4 40 S3ANINO0S
TY10L v 2933 Q3LINn TVNOILVN IVINIHO VIONI M3N
(YoJep 1s}.¢ e se)

(e sy)

¢T - INTWTLVIS

$JaINSU| 3JIT-UON J0}09G I|qnd : 188YS 8ouBjeg

100



ANNUAL REPORT 2003-04

TUpAU0D

sjunowe aAlleBau ss)eoipul s1yoelq Ul saInbld : 8JoN

908 6zzz ¢c1e  (ogee) zszz (2991) (v1) (966) 65 €26 (2)violL
SaAIasay JBYIQ O} Jojsued ]

aAl8say sydosselen o) Jsjsuel |

908 6zce  ele  (9ee)  esez  (z991)  (v1) (966) 6S €26 JUNODJY ,SISp|OYSIBYS 0} Jojsuel ]
SNOLLVIddO¥dddVY
908 e6zzz  c1e  (9ge) zszz (2991) (v1) (966) 65 €76 (g - v) =0 (sso7)aold Bunesado
6E8GL  €562C <¢880Z OFLL  LE6  L¥OOL  66LVL  900SL 289 LLS (g) Tviol
] €el 06 4% Aousioyeq wniwsid
1999 9900} S20L ¥EE 10/ S€SS 9169  9¥0S €lE L12T) ssauIsng douelnsu| 0} pejejel sesuadx3 Bunessdo
(ev¥sL) (Logz) tvez  (091)  (z8ee) (vel) (seer) (9sL) (L) (111) uolssIlIWoD
L9901  190GL  €£9€l 226 909 6585 1968  9Ll8 ObP vOv (1N) paunou| swieid
Sb99L Z81ST  v6LLZ 108 €8le 08€8  G8IL¥L 0L0ZL I¥bL vevl (v) Iviol
886 Sv9L €Skl 2L 0zy  ¥ov L19 T4 B A> 09 $S0I9 — Judy ’ PUSPIAIQ ‘}SBIB)U|
6 62 z Ll oL z 4 SETe)
€51 444 zLe 6l zLL 192 £ve z6z 8l e sjuswseAu| 4o uondwepal/les uo ssoT AYoid
0L¥SL  ¥90€C 8TL6l 969 \#9Z 6¥9L  €2TEL  L6LLL 269 orel (19N) paules swniwsid

€0-200Z ¥0-€00Z 'I9SIN duMel ald  €0-200Z Y0-£00C "OSIN ouuely  alig
ZNVITV rvrve WVYVANNS TVAOY SEvINoLLAvd

(uersy) S19INSU| 9JI7-UON 10}93G JBALld : JUNOIIY dNUAADY

€T - INIW31VIS

101



ANNUAL REPORT 2003-04

pduocd

sjunowe aAfeBau se)eslpul s}exoeIq Ul saunbi4 : sjoN

8/ rA> (g09) ¢ 009
8. rAS (G09) L¢£ 009
8. 1e (s09) 1¢ 009

vell clle 9LGc 161 Gop
8992 €eee 9861 10¢C 6ELl

(198z) (sgsz) (6c0L) (0GL)  (9¥gl)
LL6L  ¥IET  69SL €€l 2.9

o8l €0ce L6l Lec G901

12" Ly l6¢ 6t gl
6l
90¢ 66 29 8 6¢

2€6 2e9z  ISGL I8l 006
€0-200¢ ¥0-€00C 'IOSIN auuely a4
JONVITIY

(8L6L) 2ZVL (s1o1) (902) €961

(8L6L) 2Vl (GL91) (902) €961

(8L6L) Z¥l (si91) (902) €961
QZ/0L  16¥SL 69Tl 288l (6201)

Ll Ll
S¥9S  609.  0SY9 6. oLy
(ez6)  (289) 1gzL  (19) (2221)

9009 8618 €669 V611 LLe

0188 6€9G1L  6.0€L 991 V88

€9 81z IG1 19
(1)
0z 6S0L 6501

8828 29cvrL  020¢L 6lSt €28
€0-200¢ $0-€00C °IOSIN sulel a4
Olv vivl

(2)violL
SaAIasay JaYIO 0] Jajsuel |

anlesey sydosiseien o} Jsjsuel|
JUNODOY SISP|OYsIBYS O} Jajsuel |

SNOLLVIRdOdddV

(8 - v) =0 (sso7)mouid Bunesado

(a) 1violL

Aouaioiye@ wniwsid

ssauisng adueInsu| 0] palejal sasuadxg Buneladp
uoIssILIWOC)

(18N) paJinou| swien

(v) Ivliol

SS0IS) — JUSY ¥ pusSpIAIQ ‘}S8loU|

SEe)

suswnsaAu| Jo uondwapsai/ales uo ssoT loid

(3oN) pauJes swniwsaid

SHVINDIILAVd

(uxe| sy) $I2INSU| 9)IT-UON 10938 dJeALd : JUNOIIY ANUIAJY

102



ANNUAL REPORT 2003-04

“+pauod

sjunowe aajeBau sajeolpul sjeyoelq Ul sainbi : 8joN

(v02)

(v02)

(¥02)
LLLE

(g8p)
S6LY
(rzL1)

c8ll

L90¢
(3°14
Gl
LL
€¢le

€0-200C ¥0-€00C

669¢C

6692

6692
Y019

(44
168

(vo101)

500.

€088
8¢9
3
1144
8064

(ocy) (z0z) 1e8¢ (€2) 896

(oev) (202) Lege (€2) 895

(oev) (zoz) e8¢ (€2) 896
Z£8S 09l (88LL) 0zZ¢y  SOLOL

vz 08
0ZZ€ €89 6E0S 8987  0EP9
(Gzvz) (228) (e912) (2¥¥e) (019€)

G6.v GlcL 9¢6  6¥8¢ G8¢.

covs LS. La 4 TANA 74 4 €901

8.€ 8. 181 L6¢ §29
A 14 T4
oL 0¢ 02

¢l8y 619 88€C 0G6¢ €2001

IOSIN duuely  alld  €£0-¢00C ¥0-£00C
QAVANOTI2I12I

(099)

(099)

(09s)

L0SL

S60¢€

(919)
8Z6v

L¥69
7R

¢L59

‘[OSIN  duuep

(8ep)

(8ev)

(8et)

cLGl

687

(16)
GlLL

veLL
Gl

610l

OIMOL-004dl

9951 (2)violL

SeAlasay Jayi0 0] Jajsuel]

anlesay sydosiseien o) Jaysuel |

996G | JUNODOY SIS9P|OYsIRYS O} Jajsuel |
SNOILVIddOdddVY

9961 (g - v) =0 (sso7)nyold bunessdo
9201 (g) IviolL
Aousiolleg wniwsld

ov8e ssauisng aouelnsu| 0} pajejas sesuadxg Bunelsado
(€00¢) UOISSILUWIOD
€811 (18N) padnou| swien
£662Z (v) 1viol
Gel SS0JD) —JudY B PUSPIAIQ ‘ISBIBYU|
T4 sisyio

sjuswsaAU| Jo uondwapal/ajes uo ssoT /1old

ceve (15N) pau.es swniwaid

all4

SHVINIILYVd

(uner sy)

SI2INSU| 9)17-UON 10}99G 3JBALd : JUNOIIY BNUSASY

103



ANNUAL REPORT 2003-04

sjunowre aAjjebau sa)eolpul sjexoelq Ul sainbid : 8joN

(65€S) 126 (zoe) (gr0g) (2562) (2) (vs) (6z0L) (zzzL) (089L) (28)  oF (2)Iviol
SOAIBSaY JaylO 0} Jaysuel |
anlasay aydosseie) o} lsjsuel |
(6scs) 1Z6 (zoe) (crog) (2562) (2) (¥S) (ezor) (zzzL) (089L) (28) oy JUN020Y S19p|oydIeys o} Jaysuel |
SNOILLVIIdOdddV
(6ses) 0zZ6 (zoe) (cLo€) (gse2) (2) (vs) (ezor) (zzzL) (os9L) (z8) (117 (g - v) =0 (sso7)aold Bugeisdo
GLG8Y €G6£8 556 89¢. 2lEL € €G 18LL  SSSP  1/8€ V8T ¥6¢ (g) Tviol
(1ep) 98P 14 8 9 Aousioye wniwsid
88/1LE 61206 GL6 Ze0r  286¢ ¢ 8y G621  £62¢ LezZ 861 98  sseuisng soue.insu| o} pajejes sesuadx3 Bunelsdo
(zzozL) (spL12) (8Y%) yee 62 () (9z1)  (1v8)  (og1) (89) (€59) UOISSILILIOD
0£26Z LEEPS 88 €0LE  260E L oL 29 6802 89/L 8tl €8l (18N) paunou| swien
9GLEY €18¥8 €S 6y GG ) (1) zsu ve8Z  l6lZ 202 42 4 (v) IviolL
1028 €19 Tl 681 88l L L (¥4 rAd T4 44 $S0I9 —JUSY R PUSPIAIQ ‘1S8J8U|
(s1) 1L (@) € € s1ayi0
658 809 L 181 08l [ -1 9€Z 6SL /2T 6¥ syuawisaAul Jo uondwapal/e|es uo sso Hjold
voL6E 08S.L TV G686 986 | @ ou €867 G681 0GL 8ee (18N) paules swniwaid

£0-200Z $0-£00Z £0-Z00Z ¥0-S00Z ‘I2SIN duuely ail4 £0-200Z $0-£00Z ‘I19SIN Suuew ail4
SHUVINIILYVd

Iviol g99nHD 24aH NVIVANVINVIOHD
(ye) sy) $13INSU| 3JIT-UON 10}99G 3JBALId : JUNOIIY ANUSATY

104



ANNUAL REPORT 2003-04

sjunowe aAjebau sa)eo)|

| sioyoelq ul sanbi : sjoN

(2512)  (eoog}  (g£9) (zs82)  (11g) (9z6) (865) €65 59 810} 6512 150¢€ (veep) (z982) ! (172%4 (6<0v) (gez¢) 193yg Bouefeg 0} J/0 doueleg
(zoss)  (esh2) (eg9) (11e) (8ze) (865) 324 59 veL 6512 (0o1€) (eer)  (196) | (ovse) (ovor) Jeak 1] woy 4/g sso| Ayoid jo souejeg
aniesey aydonsele)(a)
J1eak ise| jo
Xe| pausje( Jo saniesay Aue o) Jajsuel] (p)
9 062 92T 92 9 Xe) UoBNQUISIp puspiAlq (2)
00z 00§ 00z 00§ puspIAIp Jeuy pasodosd ()
1921 1921 1eak ay) Buunp pred spuapiaip wisu| (e)
SNOILVI¥dOYddY
069 1029 (e€9) (61za) (L1} (S19) 0ee 8L1€ 969 856 Sevh 668 (1621) 6251 €96 6912 (661) 108 XeL Jaly 1oid
orzh 198} 0 68 90l 10€ 414 L0k 6vL (v08) 052 800} (0 (0) Uojjexe 10} UOISIAOLd
181 2958 (e€9) (6Lza)  (11g) (519) (134 yezy 166 Leyh 9€51 8v0L (1621) szL eLLL LL1€ (661) 108 Xe a10jag 1joid

158 92L 8 18 0g¢ b2 vk 0z 74 8g 3 e 89¢ i/ 85 ol sl (g) vLoL
suoneziJowe‘ajessdo
655 8z 8 L 6.2 9 i £ 1€ 161 [:144 8l 8l 0b oL -od g Areunjaid- 19100 )
4O usyLm s)qap peg (q)
ssaulsng aoueInsu|
uz 867 67 9 1S Ji4 € 0z |74 ovl otk 6 or g 01 psTeja) 850U} Uy oo Sasuedkg (€)
SASNIdX3 ¥3HLO
s18410(0)
$)g8p Injgnop Jo4(q)
24 1z SJUBWISBAUI JO BN[BA B Ul LoRNUILIP JoS (B)
(uonexey ueyy 1ayjQ) suoisinold

e 8826 (968) (ss1z) 6l (519) 19% y9ey 156 ovrl 651 801 (656) €601 ovLl S€z¢ (68t) 118 (v) VLol
%8 9L S 4 8l 4 19 0zh 4 %€ 3 aWwoou| 18410
(82) (12) (92) @ @ (o) ] () SJUBLLISBAUL JO BJeS UO $S07 18897
0e€e 022 [24 62y 998 585 867 ¥9p ovs 661 Vi 9zl (354 0ey 967 S)UBLLISaAUI JO B[es O 11jold (q)
0048 0209 {414 Iy €91 44 888 6611 186 118 856 0.8 0.8 28 808 52) 8vL %€ $S019 — Jusy g puBpIAIC ‘JsaIeu| (e)
SINIWLSIANI WO¥H IWOOINI
(g962)  (1e58)  (co08) (8s6z)  (Lb2) (0891 (68) (0ew) (629) (096) (ez2) (509) (s622) (Glo1)  (o9p) cle (yz12) (966) 90UBINSU| SNOBUE|[BDSI ( 0)
(zger)  (u291) (¢) (2) (z8) ((71)] (zol) (20€) (8e¥) (0e1) e (119) (902) L (9¢€) (151) 65 soueinsu| auney (q)
116 1ZhiL (ys) (90¢) ov ((92)] 1£8¢ 296 9961 266 009 810} £961 1611 14144 609 €26 soueinsu| a4 (e)
($507)/L140¥d ONILYYIHO

€0-200Z  ¥0-€00Z €0-200Z  0-€00Z  £0-200Z $0-€002 €0-200Z  ¥0-€00Z €0-200Z  ©0-€00Z €0-2002  Y0-€00Z €0-200Z  ¥0-€00Z  €£0-200Z $0-€00Z  £0-200Z  $0-€002
SYVYINJILYVYd
1oL ganHd 94aH WYTVANVINYIOHD aQuvawoTIoIol OIMOL-09441 3ONVINIY IV V1VL ZNVITV rYrve WVYVANNS TVAOY
(uxer sy) $13InSu| 8J17-UON 10J29G 8jeAlld : JUNOIIY $SOT pue JIjold

YT - INFNILVLS

105



ANNUAL REPORT 2003-04

sjunowe aaeBau seleolpul SIeNORIq Ul SaInbld : 80N

¥16'06 0897k 8O0} 9S6'Hh  005°0k %YL 79604 sT6TC  SEL0M L 8SETH 5T 0§82 8VETL 51604 vO8'SL  LO'EL 050°s} V1oL
£L6'6 818'6 €e9 2882 Lig 926 865 16E'y 2982 00’y 6ez'e  (eouejeg 1geq)unoooy sso7 g Joid
{pajsnipe Jo o USNLIM JOU JUBIXS B} 0))
592 (44 262 822 SL 28 86¢ 152 ainjipuadx3 "Iy
(19224} (9zevs} (092 (zovz) (9821) foisy)  (ozorh) (82211} (s021) (riev) {0g09) (zzzs) (16204} (vwzsy)  (oeLer) (8zvvz)  (6v59) (21611) (8- v)=(0) SL3SSVY LNINUND L3N
91298 EV8IVL 05T 0626 0964 oy P09L} 89/LE  SLLOL LLLOL 9126 598 8eYSH €LLLT  19G8) seLze LEPLE 12651 (a) lesoL-qng
8091€ 81029 129 5295 L5¢ 6612 9v.2 p¥88 zvey 768L szLh 7564 529 ek 6810k 19951 €095 0108 suoisinold
80975 52861 €09 S09€ 665} 0v9e 85871 €262 €699 6.28 0608 €159 €128 98Y0L  8LE8 L9Y91 E8S 1162 SAILITIAVIT LNIHYND
1213 L102§ oLy 828} 99 vZ64 865 06661 0.06 15814 981€ 8eze 9vor 0Lp9 9e8y 1024 8887 00t (v) le3oL-qng
SL98) rhoe 81e 696 £33 260} 1422 1698k 618C £69¢ 902 1192 1642 7982 619} 6t 8971 08L4 SJ8SSY J8II0 pue SIURADY
0£00Z §1897 25 658 €ee 268 1928 €629 1529 4] 086 19§ 0ST 809¢ 1128 siey 0zve (424 SaoUE[eg yueg PUe ysen
S13SSV INIHIND
698 €94 982 0S¢ 08 €85 1y jossy xeL pausjeq

v89L 926 4% 268 885 502 (144 9904 el 8824 €91 x4 Sv8l 296} S0LL 2682 8804 yZLl
79 ve 052 ! b e sueoq
£98€Z1 PL9SLL  T/€6 9854 888014 18041 L0012 18288 HOLLL 0LLPL Y181 01284 9691 €027 18622 £98v€ S6bYL 50902 SjuBWISBAU|
SANN4 40 NOILYOITddVY
606 089ZL}  8Y00L 95611 00504 9%IvL  $960L §2622  SELOL Ll 8971 15281 [i:1x4) 8YEZL 5160} poseL yL0€L 050¢4 violL
e 8 e 8 Aunger xel psusjeq
sIYIQ
0zk sL sz Sk 6 09 sbuimosiog
(82) 2004 } [4 14 433 @ (ge) 0.9 Junoooy abueyy anjep e
1982 1889 £65 102 0901 8612 1508 ) 0412 snding g seAissay
856.8 6E9¥0L 2200} ov6lL 0090} 9Lyl 0960} 00022 0000L 00004 00201 0020} 0862} 0S€Zh  9¥60L Y960} 6162} 08621 [eydeD areygs
£00Z 00z £00Z 002 £00Z $002 £00Z $002 £00Z 002 £002 002 £00Z 002 £00Z 002 £002 $002 SANN4 40 $32¥N0S

1oL 88NHI 04QH WYIVONYWYTOHD QYVEWo 111 OIMOL-02341 JONVITIY 9IV VLVL ZNVITIV PYrvE WVAVANNS VAQY

(yxersy) (OB JS1¢ 1 SE)SIRINSU) B)IT-UON 10238 BIALLd : J93US dIUe|eq

ST - INJWTLVIS

106



ANNUAL REPORT 2003-04

STATEMENT 16

GENERAL INSURANCE CORPORATION (GIC)

REVENUE ACCOUNT
(Rs lakh)
2003-04 2002-03
Fire Marine Misc Life * Total Fire Marine Misc Total
Premiums earned (Net) 125527 26257 247388 7 399178 84436 20759 213438 318632
Profit/ Loss on sale/redemption of
Investments 6854 2798 23697 33349 1999 1052 9503 12555
Others (590) (115) (219) (925) 112 277 334 722
Interest, Dividend & Rent — Gross 10856 4432 37533 52820 7215 3798 34303 45316
TOTAL (A) 142647 33372 308398 7 484423 93761 25885 257578 377225
Claims Incurred (Net) 56999 19492 213045 289536 38825 15198 220417 274440
Commission 39145 7006 61012 107164 33769 6253 50879 90901
Operating Expenses related to
Insurance Business 1166 209 1989 19 3383 931 233 1816 2980
Foreign Taxes
TOTAL (B) 97311 26707 276046 19 400083 73525 21684 273111 368321
Operating Profit/(Loss) C = (A - B) 45336 6665 32352 (12) 84340 20236 4201 (15533) 8904
APPROPRIATIONS
Transfer to Shareholders’ Account 45336 6665 32352 (12) 84340 20236 4201 (15533) 8904
Transfer to Catastrophe Reserve
Transfer to Other Reserves
TOTAL (C) 45336 6665 32352 (12) 84340 20236 4201 (15533) 8904

* Life reinsurance commenced during 2003-04
Note : Figures in brackets indicate negative values
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GENERAL INSURANCE CORPORATION (GIC)

STATEMENT 17

PROFIT AND LOSS ACCOUNT

PARTICULARS

OPERATING PROFIT/(LOSS)
(a) Fire Insurance

(b) Marine Insurance

(c) Miscellaneous Insurance
(d) Life Insurance

INCOME FROM INVESTMENTS

(a) Interest, Dividend & Rent — Gross
(b) Profit on sale of investments
Less: Loss on sale of investments

OTHER INCOME
TOTAL (A)

PROVISIONS (Other than taxation)

(a) For diminution in the value of investments
(b) For doubtful debts

(c) Others

OTHER EXPENSES

(a) Expenses other than those related
Insurance business

(b) Bad debts written off

(c) Others

TOTAL (B)

Profit before Tax

Provision for Taxation

Profit after Tax

APPROPRIATIONS

(a) Interim dividends paid during the year

(b) Proposed final dividend

(c) Dividend distribution tax

(d) Transfer to any Reserves or other Accounts

(e) Transfer to General Reserve

(f) Balance of Profit / Loss B/f from last year

(g) Balance c/f to Balance Sheet

_ — — —

2003-04

45336
6665
32352
(12)
84340

30139
19028

1269
134777

2348
1170
2329

1239
7086
127691
23927
103764

6450
826

96480

2002-03

20236
4201
(15533)

8904

29066
8053

3585
49608

7667
6300
1286

66
15319
34289

6123
28166

4730
606

22830

(Rs lakh)

Note : Figures in brackets indicate negative values
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GENERAL INSURANCE CORPORATION (GIC)

STATEMENT 18

BALANCE SHEET (AS AT 31st MARCH)

SOURCES OF FUNDS

Share Capital

Reserves & Surplus

Fair Value Change Account
Borrowings

Deferred Tax Liability

TOTAL

APPLICATION OF FUNDS
Investments

Loans

Fixed Assets

CURRENT ASSETS

Cash & Bank Balance
Advances and Other Assets
Sub-Total (A)

CURRENT LIABILITIES
Provisions

Sub-Total (B)

Net Current Assets (C) = (A-B)
Misc. Expenditure

(to the extent not written off or adjusted)
Profit & Loss Account (Debit Balance)
TOTAL

2004

21500
391778
415409

529
829216

1212696
80045
3794

178791
168788
347579
510854
304043
814898

(467319)

829216

2003

21500
295293
114968

601
432361

782716
79582
4098

151681
151434
303115
477497
259653
737150

(434035)

432361

(Rs lakh)

Note : Figures in brackets indicate negative values
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STATEMENT 19

NET RETENTIONS OF NON-LIFE INSURERS

2003-04

(Per cent)
Department Net Retentions
Fire 80.46
Marine (Total) 66.01
Cargo 89.47
Hull 26.68
Miscellaneous (Total) 92.14
Engineering 81.29
Motor 99.02
Aviation 25.98
All Others 94.71
Grand Total 87.90

110



ANNUAL REPORT 2003-04

‘1Y 01 pausysuel; sssuisng doud $0-£00¢ Je9A sy Buung

9LIS9¥L 0S60¥9L  6LSLZL  PSLLLL 6LL8PO0L  L6LPLZE 8.VS6Z S00S1E |ejo) pueso
£90GEL €162  ZSP8 80ZGL  9vEZ8  68LOVL  S9ZVY 92£0L |e3o1-qng
6v6 e6zLL 66 1SZLL 9 ganHO O4aH
611 €0.6 9l z8s 1€6 1159 zZes v¥se WY IYANYWYT0HO
Y962 LS9LY L 2102 L¥8ZZ  0GSEE  S909 62021 rVrve ZNVYITIVY
vSZlZz  €/98% 126 6SEF  9Sb/ 89602 69821 BET advano 10101
Z6€€Z  0GEVE €€/2 680  899G1 LLVET 166¥ v¥8. DIV V1V1
€eelz  €Teee Zv8l 6¥rC  6EL6 98vSL  ZSEOoL 88zvl OIMOL-0044
9968l  tOLOL 168 6LEL vELZL 67101 LSS 9c9p IONVITaY
evb8lL  9//62 20geL geet 9zzel Gee6lL  GLBE £60S WYHVANNS TYAOH
€S00E€€L ZLISIPL  290€Ll  9¥S96  €12596  ZOOVLOL E£LZIST 629vre lejol-qns
£869¢ £869¢ LSOO
\WPIE  8YSHY LbblE  8YGEY 0’9013
1269¢ 1Z69€ Y

908967 61890  PLBEE  PLOOS  PIFZOZ  €L9€LZ  8LY09 ZeLeo @3LiNn
1¥€082  Ll2€8Z L0822  €68LZ  0.Z¥0Z 816802  H9ZES 00t2S IVINIIHO
vZIZ6E  89SYO¥  ObbYE 12652  9€60/Z  LZLLOE  9¥.98 02524 VIANI M3N
85€98C  OLLBEE  906LZ  8L/8L  [99€LZ  GL8S9Z  G8L0S 1/S1SG IVNOILVYN
€0-Z00Z ¥0-€00Z £0-Z00Z ¥0-€00Z £0-Z00Z P0O-€00Z  £0-Z00Z $0-£002 Auedwo)

Iviol suep osIN o114
(udersy) VIANI NI SWOODNI NNINTYd 133Y1Aa SSOUD

0¢ - INIW31VILS

111



ANNUAL REPORT 2003-04

9AJ9SBI YSU paJidxaun O 18U swniwald,

SS6V66  E££8E9LL €LEL9  ¥L80L  0ZTLlZL 618268 2Z2S00Z 0¥1002 [ejo) pueis
LOL6E €86/ [B:{174 206¢v ) 4: 74 GlL8L9 SlLiY 29801 |eyol-qng
L 986¢ Ly 986¢ agNHO Od4aH
OLL £€8¢¢ 14 0SL 6 G681 Zl 8¢t WVITIVANVINVYITOHD
OLvSlL g90¢2 9l¢ 969 0ccrl 8¢l61 V.6 192 ZNVYITIV rvrvd
ccle 606.L 891 679 oL8lL c/l8vy 1474 88€<¢ adavaing 1010l
6828 Z9evl 661 6151 vl 0Z0ZL  9ve £z8 oIV V.1VL
6176€ €200L  99¢ 6101 9192 2159 196 zere OIXOL 0044l
LEB rA%: 4 ¢6 L8l LLS 1GS1 89¢ 006 JONVI13S
679/ geeel 195 4 269 67€9 L6LLL 98 oreElL ANVHVANNS TVAQOY
¥58566 0529801 Z£ZS9 80659  S.ZP69  PI0LES  LPEI6L 817681 |eyo1-gqng
01681 01681 01V

9Z0€€ v0.85 920€€ ¥0.85 0’903
8€601L¢ 799¢1Le 0G08lL 0LLEL 809.%v1 12€8S1 08¢stY LLLey A3LlINN
8/6G81  9vZl6lL  Z68ZL 61821  9S99€l  €S¥LSL  0£09E v162¢ IVLNIIHO
91/62€ SY68SE 600l €¥O0Z 089622  €8¥6SC  L206. 61762 VIONI M3N
966961  18/8€Z 18ZElL 9186l  GOSibL  ZELP8L  0L09E 8Z8ve TVNOILVYN
€0-2002 ¥0-£€00C ¢€0-2002 v0-€00Z2 <€0-200C2 ¥0-£00¢C €0-2¢002 ¥0-£00¢2 Auedwo)

IvioL aunep osIN a4
(uxe| sy) «(pauwied) IWOINI WNINIYC L3N

TZ - ININ3LVIS

112



ANNUAL REPORT 2003-04

sjunow aAebau sajesipul syexoeIq Ul saunbi
2002 ‘1oqwiaoa(q Y0z 4o m suolesado paouswwod |y,

9EpL9 L6EVEL (z628) €98 1589 001} 08¢g Z6vEl L 66£9 PhoLe 78657 72065 XV1 ¥314V LI40¥d 13N
[} 1374 £92¢7 97.2 9822 Ligy g6z} (214 8Ll 061} 98.¢) 1046 89.S XV1 404 NOISIAOYd
aNY 324n0S
1V @310Na3a Xv.1 INOONI
12816 099251 (z628) 685/ £606 8% 65568 £6el 008 685.) 0EvSH £8z1e 06.t9 XYL 340439 LIH0¥d
(z989) (8s0¢) (89) 12l ) (FLiL) (¥s21) (6877) (6829) (z98) (g662) (¥28) 120 091N0
Y3IHLO $S3TIWOINI ¥IHLO
$12892 69£56¢ 8591 881l 16811 00129 095¥6 1858+ 89299 vEL8Y £LEve 90188 619921 JNOONI INIWLSIANI SSOHD
%0L'9b %L0'b2- %L1°92- %E9'G)- %€9'9- %012 %60°G2 %S ) %0012 %S6'Sh-  %lLTT- %1L0'9L- %9681
(zc0291) (1599£2) (z886) (92.9) (1z62) (695+) (L96€9) (gs10€) (e8929) (e8z08) (8829%) (66295) (01689) SSOV/L404d ONILIIMYIANN
L7 " L7 " 0 " 0, ’ 0, N - 0, - 0, ¥ 0 . 0, " 0, g 0, g 0, ", 0, g
%Yy %LY'T %8L'8Y %986 %9 €8 %180 %890 %L L %28t %S2'C %86'Z %29 %S| ySIy Q3HIXINN
6657 966/Z 11081 219¢ (61971) (691) elp) 6791 802} S9zy 8509 5261 675t ¥04 IAYISIY NI ISVIHONI
%20°2¢ %v8'9¢ %LYL %85 t) %650} %S0°1€ %LL8E %0708 %80°2¢ %St9E %0L LY %L0EE %S0EY
b SIOYVHO
95£02¢ yocoLy bes 6997 19619 eIpes S8L19 vL08 50269 69.18 #9094} 86195 Y3HLO ANV LNINIOYNYA
40 S3ISNIdX3 ‘NOISSINNOD
%2208 %SL'18 %28'9L %616 %02 62} %9016 %€9'68 %10°9L %0178 %S2LL %60°8. %LL9L %S9YL
625208 165016 15282 Livee 95695 95061 LIZv8L 99619 066012 559911 59/8G1 156692 85¢1.2 T19YAVd SWIVID 13N
Z5v000) 9081} 1269¢ 8£99¢ S80vY £v2602 9e161Z 880€1Z 698057 Zv868lL Y0££02 LP91GE S6YE9€ WAIN34d L3N
£0-2002 ¥0-€£002 $0-€002 £0-2002 #0-€002 €0-200Z  ¥0-€00C £0-2002 $0-€00Z  €0-2002  ¥0-€00C £0-2002 ¥0-€00Z
Iviol TV 9903 Q3lINn TVYNOILVN AVINIRNO YIANI MaN
(e sy) S3INVYdIWOI HOLI3S J1718Nd 40 SLI40¥d ANY FINIIHIAXT ONILIMMYIANN

¢¢ - ININ3LVIS

113



ANNUAL REPORT 2003-04

619 vo9  (eed)  (evee)  (ug) (G190 e BLIE 989 856 cevl 006 (z6z)) 0esh 096 oz (esh) 208 XVL 4314V 1140¥d L3N
Wk el 68 9oL b0E w0 67l (08) 0S¢ 8004 XL ¥04 NOISIAOYd
QNY 304N0S
1V @319na30 XYL JNOONI
96k ses8  (eed) (i) (Le) Gl9)  oep vy L6 Ok wESk 6v0L  (e6el) 9oL Ol ue  (esy) 208 XYL 340439 L1H04d
¥ (vey) 8y (z8) ¢ 15v ey G2 (2 G () B2 L (or) (e1) 09100
Y3HLO $S313WOONI ¥3HLO
694, 2EWSh  08C oz 66l pogh  68rl e 8 w5 16T b9 095l 60z L0 090¢ 806} 06 INOONI INFWLSIANI SSOUO
%IGL %86 %6CLvh  %GL8E 8L LET o6 %90'HE- %06EL %S %90 %OVH UEISL %lTBL- %209 %L0T  UE0 WS  %HTY
(ess)  (e269)  (96)  (esee)  (oLon) (ela) (o) o8t (oze) (@ f(e60) (ove) (v (Gew)  (ose) e (562) (026) SSOVLAOHd ONILIMMYIANN
%9T0E  UETLZ  %9SEE  %90SS  hIMSL %8905 %198 %806 %09'€EY %EBT  WETVS  %OBEC USSPE  %lBEC %SLVL  %LMBL  %SG6C  %OPSH S QN
00°/869} 00°C206C 049 w08y 8ee 6T 6hL £L05 €508 bee 966 w8 08ey W6y 9902 uss 9 1077 804 IAYISTINI ISYIHONI
%0TSE  UBLLT %BYOYL  %OLSP  %68'BYT %OV %G4S %69 %STOZ %SIT %00 %OLET %STLE  hIELE hIEST  %SSLT  hOEBE  %ISEE
) 1) S3IYVHO
9160 LI96T 96 sy 0Tkl AT/ We) 0z ocge (g6l 8L ezl 660L LIS WL 88l 875 w3HI0 ONY ININZOVNYN
40 $3SN3dX3 'NOISSINNOD
%9075 %L60S  UECL  UGETE  %8LEL %ETEY %6816 %965 %0L0F %EIVS UBYEE  %ELSY %MWLy %EBYP %hL06S  %6GTG  %BIES  %EELS
suer %Es 48 g0KE 29 680C 9Ll 00, 0982 8zL L6l pIET 9009 gGv8  990L 190Gl 098§ 1968 TI8YAYd SWIVIO 13N
SI9S  €0990) 79 1988 0%t wey sy 18624 €00L peEEl  L%6l PSPE  899ZL K988l 9L08L  Ib9BT  LI6OM 08951 WNINTYd 13N
£€0-200Z  ¥0-€00z €0-200Z ¥0-£00Z €0-2002 $0-€002 €0-2002 ¥0-€00z  €0-2002 p0-€002 €0-2002  #0-€00Z €0-200C  ¥0-€00Z €0-200Z  ¥0-€00Z €0-2007  ¥0-£007
violL g8NHJ 94aH WYTVANYWVIOHD  QdvaWoT-01dl 0IMO0L-0244I JONVINIY 9V VLVl ZNYITIV PYrvE  WYYYANNS TVAQY
(ipfer sx) SANYANOD HOLDZS ALYAR 40 SLIH0¥d ONY J0NIN2dX3 ONILIUAREIONN

€2C - INIW3TLVIS

114



ANNUAL REPORT 2003-04

08 SUI8  VEE6  LL6S 0908 gzezon  9ec0L6  LEPZZ8  6SZMC  LWBOS CSPOOOL POSEMLL  LPISIS 2087 SSISSl V101

AT 15287 15782 12698 1269¢ 1Y
6116 0T62L 0C6el HPEE 95698 ggpag 9899¢  ¥R0WY  ROVY 09973
016 €988 Lycdl e5ed 590  opgop  Lizvel G96G0L  OLLL 2801, €HZ60C 9EMGKZ  B96LOL  L9pML  ZOLLY Q3LINN
oL 0b¥8  OVY6 826 6L9C 99509, 0660L 96976) SPL6 6006  LROCLZ G980ST VOG0T  GESMh  9BEVE TYNOILYN
SCLL G08L TE68  €TOT  BLTE  gooop) cos8Gh GGELYL  6V/Q  OLO0L CPOGBL  COEE0Z  LMESSL  pOOZL  686C¢ TVININO
19 SYPL VB8 LSLb  BOVE  S6697 8SELLT 05067 ¥6IS  YEIOT EYOMGE GOWEOE 675697 167  6099. VIONI MaN

€0-c00Z $0-€007 OSIN euuely a4 £0-200C ¥0-C00C OSIN  Sule|y Ay €0-200C ¥0-€00C  OSIN  Sullely  ail4

(e seg ut) (19N)parinaul swie wniwaid 3
oljey swie|) pasnou| NP | SWIERD iald 1N SYYINJILYvd

d0.133S 2118Nd - OILVY SWIVTO AFHHNINI

¥Z - INIW31VIS

115



ANNUAL REPORT 2003-04

90°28

67°cl

6L'Cl

89°6¢€

89°0F

8t'66

Wiy

v0°65

L9°ES

£0-2002  ¥0-£00Z
INIOY3A NI - (L3N) OLLYY SIWIVTO G3H¥NONI

L6705

66'7C

1A%

96°€s

bo've

2489

12844

86°CS

€e'L8

£0°es

eve

65°9Y

£0°65

1£°98

56'18

1{4%4

LV'LS

09°L9

“OsIi

68°18

b0es

99'sy

L8071

10'¢8

16'S9

09°LL

87’58

00°L9

aulew

814

66701

6LvC

1474

£ULE

oS

41474

86°51

19°¢C

a4

74414

88

9

911

6¥8¢

1161

9009

L9301

6985

£0-200Z  $0-£00Z
(L3N} a3¥¥NoNI SWIV1D

LEEYS

51124

6802

500,

992.

| 7444

95¥8

19051

1968

£6Lvy

{60¢E

89/1

86y

86y

6951

£669

£esel

o118

(suxe) “sy)
oS|I

829

8l

Glel

QL1

£el

14433

743

44

suLel

8€19%

299

14

eGry

€002

L6}

69921

29081

L1601

€0-200z  ¥0-€002

109901

1988

£esy

78621

peeel

Sove

¥9881

1982

1£951

suLel

0FP8  9vK9
9588 |
s/ 208
€218 9504
wis vl
G161 202
LLL9L  890L
TL9ET  180L
9leL 7L
{suxe| 'sy)
“OSIN
wniwald 18N

16951

01

JAYA

A

8L1E

8ee)

Geol

888t

el

a4

V101

g8NHS 04aH

WYTYONYWYTOHD

QovaNoTIDIDI

OMOL 0044l

JONYIT3H

OV V1Vl

ZNYMV 1'Yrve

WYHVANNS TYAOY

SUYINIILYVd

GC - ININ3LVIS

40L3S 1VARNd - OILYY SWIVTO AIANONI

116



ANNUAL REPORT 2003-04

STATEMENT 26
EQUITY SHARE CAPITAL OF INSURANCE COMPANIES
(Rs crore)

Name of the insurer 2002-03 2003-04 Foreign Indian FDI (%)

Promoter Promoter
Life Insurers
HDFC Standard Life Insurance Co. Ltd. 218.00 255.50 47.52 207.98 18.60
ICICI-Prudential Life Insurance Co. Ltd. 425.00 675.00 175.50 499.50 26.00
Max New York Life Insurance Co. Ltd. 255.00 346.08 89.98 256.10 26.00
Om Kotak Life Insurance Co. Ltd. 131.30 151.26 39.33 111.93 26.00
Birla Sun Life Insurance Co. Ltd. 180.00 290.00 75.40 214.60 26.00
TATA-AIG Life Insurance Co. Ltd. 185.00 231.00 60.06 170.94 26.00
SBI Life Insurance Co. Ltd. 125.00 175.00 45.50 129.50 26.00
ING Vysya Life Insurance Co. Ltd. 170.00 245.00 63.70 181.30 26.00
Metlife India Insurance Co. Ltd. 110.00 160.00 41.60 118.40 26.00
Allianz Bajaj Life Insurance Co. Ltd. 150.03 150.07 39.02 111.05 26.00
AMP Sanmar 125.00 160.00 41.60 118.40 26.00
AVIVA 154.80 242.80 63.13 179.67 26.00
Sahara India 157.00 0.00 157.00 00.00
Sub Total 2229.13 3238.71 782.33 2456.37
Life Insurance Corporation of India 5.00 5.00 5.00
TOTAL (Life) 2234.13 3243.71 782.33 2461.37
Non life insurers
Royal Sundaram Alliance Insurance Co. Ltd. 130.00 130.00 33.80 96.20 26.00
Reliance General Insurance Co. Ltd. 102.00 102.00 0.00 102.00 0.00
Bajaj Allianz General Insurance Co. 110.00 110.00 28.60 81.40 26.00
IFFCO-TOKIO General Insurance Co. 100.00 100.00 26.00 74.00 26.00
TATA AIG General Insurance Co. Ltd. 125.00 125.00 32.50 92.50 26.00
ICICI Lombard General Insurance Co. Ltd. 110.00 220.00 57.20 162.80 26.00
HDFC Chubb General Insurance Co. Ltd. 101.00 120.00 31.20 88.80 26.00
Cholamandalam MS General Insurance Co. Ltd. 105.00 141.96 36.91 105.05 26.00
Sub Total 883.00 1048.96 246.21 802.75
National Insurance Co. Ltd. 100.00 100.00 100.00
The New India Assurance Co. Ltd. 100.00 100.00 100.00
United India Insurance Co. Ltd. 100.00 100.00 100.00
The Oriental Insurance Co. Ltd. 100.00 100.00 100.00
Export Credit Guarantee Corporation 440.00 500.00 500.00
Total (Non Life) 1723.00 1948.96 246.21 1702.75
Agriculture Insurance Company of India 200.00 200.00
Reinsurer
General Insurance Corporation of India 215.00 215.00 215.00
GRAND TOTAL 417213 5607.67 1028.54 4579.12
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STATEMENT 27

FEE STRUCTURE FOR INSURERS AND VARIOUS INTERMEDIARIES

Sl.
No.

Insurer/
Intermediary

Insurers
(Life/ Non life/
Reinsurance)

Third Party
Administrators

Brokers
Direct Broker

Reinsurance Broker

Composite Broker

Surveyors And Loss
Assessors
Individual Category

Corporate Category

Corporate Agents

Processing
Fee

Rs. 20,000

Om>» O W>

Registration

Fee

Rs.

Rs.

Rs.

Rs.

Rs.

Rs.
Rs.
Rs.

Rs.
Rs.
Rs.

Rs.

50,000

30,000

25,000

75,000

1,25,000

10,000
7,500
5,000

25,000
20,000
15,000

250 for

corporate
insurance
executive

Rs.

500 for

specified
person

Renewal
Fee

1/10% of 1per cent of Gross
Direct Premium written in
India subject to minimum

of Rs. 50,000 and maximum
of Rs. 5 crore

Rs. 30,000

0.50 per cent of brokerage &
fees earned in the preceding
financial year subject to
minimum of Rs. 25,000 and
maximum of Rs. 1,00,000
0.50 per cent of brokerage &
fees earned in the preceding

financial year subject to minimum
of Rs 75,000 and maximum of

Rs. 3,00,000

0.50 per cent of brokerage

& fees earned in the preceding
financial year subject to minimum
of Rs. 1,25,000 and maximum of

Rs. 5,00,000

Rs. 200 for every category

Rs. 200 for every category

Rs. 250

Periodicity of
Renewal

Every year
(by 31st December)

3 years

3 years

3 years

3 years

5 years

5 years

3 years
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STATEMENT 30
FINANCIAL LIMITS OF CATEGORIZED SURVEYORS AND LOSS ASSESSORS
(Rs lakh)

DDepartment / Category A B C
(Above) (Upto) (Upto)
Fire (Flood, Cyclone, Earthquake) 20.00 20.00 5.00
Engineering 7.50 7.50 2.00
Motor (Public, Private) 2.00 2.00 1.00
Miscellaneous (Inclusive of tariff) 7.50 7.50 3.00
Marine Cargo 7.50 7.50 3.00
Marine Hull 50.00 50.00 0.50
Loss of Profits 10.00 10.00 Nil
Note:

1)  Category A surveyor will be eligible for jobs falling under the financial limits of Category B. Similarly Category B surveyor will be eligible

for jobs falling under the financial limits of Category C.

2)  Category C surveyor shall not be eligible for the limits of Categories B and A. Similarly Category B surveyor shall not be eligible for the

limits of Category A surveyors.

3)  Financial limits are based on the estimated value of the loss in the opinion of the insurer.

STATEMENT 31
CATEGORIZATION PARTICULARS OF INDIVIDUAL SURVEYORS

Department / Category A
Fire 406
Marine Cargo 208
Marine Hull 26
Engineering 242
Motor 946
Miscellaneous 320
Loss of Profits 61
Total 2209

B
1214
1061

64
1973
3241
2054

217

9824

Cc
1751
2432

26
2394
2850
2873

12326

Total
3371
3701

116
4609
7037
5247

278

24359*

* The No. of categorized surveyors inclusive of provisionally categorized is approximately 11,000 but the category wise bifurcation is as above.
Note: Each surveryor can be categorised under more than one category .

STATEMENT 32
CATEGORIZATION PARTICULARS OF DIRECTORS / PARTNERS / EMPLOYEES OF SURVEYOR FIRMS

Department / Category A
Fire 105
Marine Cargo 54
Marine Hull 1"
Engineering 55
Motor 33
Miscellaneous 70
Loss of Profits 32
Total 360

B
103
38
23
100
63
138
42

507

Cc
117
149

22
87
45
106

526

Total
325
241

56
242
141
314

74

1393
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STATEMENT 33
STATUS OF COMPLAINTS — LIFE INSURERS (2003- 04)
Sl.  Insurer Reported Resolved Pending as on
No. during the year during the year  31st March, 2004
1 HDFC STD LIFE 11 5 6
2 AMP SANMAR 0 0 0
3 TATAAIG 7 5 2
4 MNYL 1 1 0
5 AVIVA 3 2 1
6 BSLI 1 0 1
7 SBI LIFE 3 1 2
8 ICICI PRU 8 6 2
9 METLIFE 0 0 0
10 SAHARALIFE - - -
11 ALLIANZ BAJAJ 4 2 2
12 OM KOTAK 2 1 1
13  ING VYSYA 5 3 2
14 LIC 474 39 435
TOTAL 519 65 454
STATEMENT 34
STATUS OF COMPLAINTS — LIFE INSURERS
(HALF YEAR ENDED SEPTEMBER, 2004)
SI. Insurer Reported Resolved Pending as on
No. during the during the 30th Sept.,2004
period period
1 HDFC STD LIFE 12 5 7
2 AMP SANMAR 1 1 0
3 TATA AIG 14 5 9
4 MNYL 10 5 5
5 AVIVA 5 3 2
6 BSLI 9 5 4
7 SBI LIFE 8 4 4
8 ICICI PRU 16 6 10
9 METLIFE 1 0 1
10 SAHARALIFE - - -
11 ALLIANZ BAJAJ 9 2 7
12 OM KOTAK 2 1 1
13 ING VYSYA
14 LIC 357 44 313
TOTAL 444 81 363
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STATEMENT 37
THIRD PARTY ADMINISTRATORS — CLAIMS DATA: 2003-04
Sl. Name No. of No. of Claims settled
No. Claims Within 1 Within 1-3 Within 3-6 More than 6
received month months months months
1 Dawn Services Pvt. Ltd. NIL
2 Family Health Plan Ltd. 78055 40735 25832 10488 NIL
(52.19) (33.09) (13.44)
3 Medicare TPA Services () Pvt. Ltd. 28938 12224 10263 2321 2098
(42.24) (35.47) (8.02) (7.25)
4 Parekh Health Mgt. Pvt. Ltd 553 394 141 17 1
(71.25) (25.50) (3.07) (0.18)
5 Medi Assist India Pvt. Ltd. 37067 22150 11262 2426 466
(59.76) (30.38) (6.54) (1.26)
6 Guardian Health Mgt. Pvt. Ltd. NIL — — — —
7 MD India Healthcare Services Pvt. Ltd. 340 290 17 NIL
(85.29) (5.00)
8 ICAN Health Services Pvt. Ltd. 993 NIL NIL 36 778
(3.63) (78.35)
9 Paramount Health Sevices Pvt. Ltd. 150338 66916 45259 9989 1149
(44.51) (30.10) (6.64) (0.76)
10  E-Meditek Solutions Ltd 4587 2671 1647 NIL NIL
(58.23) (35.91)
11 Heritage Health Services Pvt. Ltd. 12542 1157 4128 2134 643
(9.23) (32.91) (17.01) (5.13)
12 Universal Medi-Aid Services Ltd. 439 296 114 2 NIL
(67.43) (25.97) (0.46)
13 Focus Healthcare Pvt. Ltd. 78 24 34 2 NIL
(30.77) (43.59) (2.56)
14  Tower Insurance Services Pvt. Ltd. NIL — — — —
15  Raksha TPA Pvt. Ltd. 37915 35889 NIL NIL NIL
(94.66)
16  TTK Healthcare Services Pvt. Ltd. 59732 51268 6869 1893 NIL
(85.83) (11.50) (3.17)
17  Anyuta Medinet Healthcare Pvt. Ltd. NIL — — — —
18  East West Assist Pvt. Ltd. NIL — — — —
19  Med Save Health Care 56652 18332 14208 9625 3668
(32.36) (25.08) (16.99) (6.47)
20  Genins India Ltd. 6157 1964 1069 1042 357
(31.90) (17.36) (16.92) (5.80)
21 Bhaichand Amoluk Ins. Services Pvt. Ltd. 23 22 1 NIL NIL
(95.65) (4.35)
22 Alankit Health Care Ltd 411 379 2 NIL NIL
(92.21) (0.49)
23  Good Health Plan Ltd 119 112 NIL NIL NIL
(94.12)
24 Vipul Medcorp Pvt. Ltd. NIL — — — —
TOTAL 474939 254823 120846 39975 9160
(53.65) (25.44) (8.42) (1.93)

Note: 1) Analysis based on claims data furnished by the TPAs.
2) No. of claims settled includes those outstanding as on 1st April, 2003.
3) Figures in brackets indicate the ratio (in Per cent) of claims settled to the total claims received.
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INSURANCE COMPANIES OPERATING IN INDIA
LIFE INSURERS

ANNEX |

1. Life Insurance Corporation of India (LIC)

Public Sector

Private Players

N

Bajaj Allianz Life Insurance Co. Ltd. *

© ©® N o a0 A~ 0w DN

. W . §
w N 2 o

NON-LIFE INSURERS

Birla Sun Life Insurance Co. Ltd. (BSLI)

HDFC Standard Life Insurance Co. Ltd. (HDFC STD LIFE)
ICICI Prudential Life Insurance Co. Ltd. (ICICI PRU)
ING Vysya Life Insurance Co. Ltd. (ING VYSYA)

Max New York Life Insurance Co. Ltd. (MNYL)

MetLife India Insurance Co. Pvt. Ltd. (METLIFE)

Kotak Mahindra Old Mutual Life Insurance Co. Ltd. **
SBI Life Insurance Co. Ltd. (SBI LIFE)

TATA AIG Life Insurance Co. Ltd. (TATA AIG)

AMP Sanmar Assurance Co. Ltd. (AMP SANMAR)
Aviva Life Insurance Co. Pvt. Ltd. (AVIVA)

Sahara India Life Insurance Co. Ltd. (SAHARA LIFE) ***

o > b

Public Sector

Private Players

New India Assurance Co. Ltd. (NEW INDIA) 1. Bajaj Allianz General Insurance Co. Ltd. (BAJAJ ALLIANZ)

National Insurance Co. Ltd. (NATIONAL)
The Oriental Insurance Co. Ltd. (ORIENTAL)
United India Insurance Co. Ltd. (UNITED)
Export Credit Guarantee Corporation Ltd.

(ECGC)

Agriculture Insurance Company of India Ltd. (AIC)

o > 0D

(ROYAL SUNDARAM)

o

7. Cholamandalam MS General Insurance Co. Ltd.

(CHOLAMANDALAM)

Royal Sundaram Alliance Insurance Co. Ltd.

TATA AIG General Insurance Co. Ltd. (TATAAIG)

ICICI Lombard General Insurance Co. Ltd. (ICICI LOMBARD)
IFFCO Tokio General Insurance Co. Ltd. (IFFCO TOKIO)
Reliance General Insurance Co. Ltd. (RELIANCE)

8. HDFC Chubb General Insurance Co. Ltd. (HDFC CHUBB)

RE - INSURER: General Insurance Corporation of India (GIC)

*  Previously, Allianz Bajaj Life Insurance Company Limited (ALLIANZ BAJAJ)
** Previously, Om Kotak Mahindra Life Insurance Company Limited (OM KOTAK)

*kk

Launched its operations in October, 2004
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ANNEX I
REGULATIONS FRAMED UNDER THE IRDA ACT, 1999
Sl.No. Notification
1 IRDA (Member of Insurance Advisory Committee)
2 IRDA Appointment of Insurance Advisory Committee Regulations, 2000
3 IRDA (The Insurance Advisory Committee) (Meeting) Regulations, 2000
4 IRDA (Appointed Actuary ) Regulations, 2000
5 IRDA (Actuarial Report and Abstract) Regulations, 2000
6 IRDA (Licensing of Insurance Agents) Regulations, 2000
7 IRDA (Assets, Liabilities and Solvency Margin of Insurers) Regulations, 2000
8 IRDA (General Insurance-Reinsurance) Regulations, 2000
9 IRDA (Registration of Indian Insurance Companies) Regulations, 2000
10 IRDA (Insurance Advertisements and Disclosure) Regulations, 2000
11 IRDA (Obligations of Insurers to Rural Social Sectors) Regulations, 2000
12 IRDA (Meetings) Regulations, 2000
13 IRDA (Investment) Regulations, 2000
14 IRDA (Conditions of Service of Officers and other Employees) Regulations, 2000
15 IRDA (Insurance Surveyors and Loss Assessors ( Licensing, Professional Requirements
and Code of Conduct)) Regulations, 2000
16 IRDA (Life Insurance - Reinsurance) Regulations, 2000
17 IRDA (Investment) (Amendment) Regulations, 2001
18 IRDA (Third Party Administrators - Health Services) Regulations, 2001
19 IRDA (Re-Insurance Advisory Committee) Regulations, 2001
20 IRDA (Investments) (Amendment) Regulations, 2002
21 IRDA (Preparation of Financial Statements and Auditor’s Report of Insurance Companies) Regulations, 2002
22 IRDA (Protection of Policyholders’ Interests) Regulations, 2002
23 IRDA (Insurance Brokers) Regulations, 2002
24 IRDA (Obligations of Insurers to Rural and Social Sectors) Regulations, 2002
25 IRDA (Licensing of Corporate Agents) Regulations, 2002
26 IRDA (Licensing of Insurance Agents) (Amendment) Regulations, 2002
27 IRDA (Protection of Policyholders’ Interests) (Amendment) Regulations, 2002
28 IRDA (Manner of Receipt of Premium) Regulations, 2002
29 IRDA (Distribution of Surplus) Regulations, 2002
30 IRDA (Registration of Indian Insurance Companies) (Amendment) Regulations, 2003
31 IRDA (Investment) (Amendment) Regulations, 2004
32 IRDA (Qualification of Actuary) Regulations, 2004
33 IRDA (Obligations of Insurers to Rural / Social Sectors) (Amendment) Regulations, 2004
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ANNEX Il (a)

AGENTS LICENSED BY THE AUTHORITY (AS ON 31st MARCH, 2004)
(INDIVIDUAL AND CORPORATE)

Insurer

Life

ALLIANZ BAJAJ
ING VYSYA
AMP SANMAR
SBI LIFE
TATAAIG
HDFC STD LIFE
ICICI PRU

BSLI

AVIVA

OM KOTAK
MNYL
METLIFE

LIC

Sub Total

Non-life

ROYAL SUNDARAM
TATAAIG
RELIANCE

IFFCO TOKIO
ICICI LOMBARD
BAJAJ ALLIANZ
HDFC CHUBB
CHOLAMANDALAM
NEW INDIA
NATIONAL
UNITED
ORIENTAL

Sub Total

Grand Total

Individual Agents

New

36250
11670
6380
10379
32820
18928
46056
12579
5001
6497
10149
3153
733140
933002

624
764
364
587
878
2070
91
399
9841
14143
10379
10708
50848

983850

Renewal

14311
70
110
583
117

14

147

2
608457
623815

22

56

27

49

1

57

2

7
19096
15305
14311
13939
62872

686687

Corporate Agents

New Renewal
91 0
161 0
43 0
135 37
186 0
171 0
175 4
511 0
42 0
225 0
12 0
41 0
596 6
2389 47
89 3
192 16
57 0
94 0

8 0
139 0
34 0
45 0
56 18
134 17
135 37
114 18
1097 109
3486 156

Total
New Renewal
36341 1
11831 1
6423 1
10514 14348
33006 70
19099 110
46231 587
13090 117
5043 1
6722 14
10161 147
3194 2
733736 608463
935391 623862
713 25
956 72
421 27
681 49
886 1
2209 57
125 2
444 7
9897 19114
14277 15322
10514 14348
10822 13957
51945 62981
987336 686843
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(AS ON 31st MARCH, 2004)
(URBAN AND RURAL)

ANNEX Il (b)

Insurer

Life

ALLIANZ BAJAJ
ING VYSYA
AMP SANMAR
SBI LIFE

TATA AIG
HDFC STD LIFE
ICICI PRU

BSLI

AVIVA

OM KOTAK
MNYL
METLIFE

LIC

Sub Total

Non-life

ROYAL SUNDARAM
TATAAIG
RELIANCE

IFFCO TOKIO
ICICI LOMBARD
BAJAJ ALLIANZ
HDFC CHUBB
CHOLAMANDALAM
NEW INDIA
NATIONAL
UNITED
ORIENTAL

Sub Total

Grand Total

Urban

34367
11602
4902
4001
32949
18140
46318
13059
4388
6280
10225
3133
627533
816897

626
973
435
678
727
2124
125
423
20611
20916
15954
18408
82000

898897

Rural

1975
230
1522
280
127
1069
500
148
656
456

83

63
714666
721775

112
55
13
52

160

142

2

28
8400
8683
8908
6371
32926

754701
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ANNEX IV (a)

APPOINTED ACTUARIES OF LIFE INSURERS
(as on 31st March, 2004)

Allianz Bajaj Life Insurance Co. Ltd.

AMP Sanmar Assurance Co. Ltd.

Aviva Life Insurance Co. Pvt. Ltd.

Birla Sun Life Insurance Co. Ltd.
HDFC Standard Life Insurance Co. Ltd.
ICICI Prudential Life Insurance Co. Ltd.
ING Vysya Life Insurance Co. Ltd.

Life Insurance Corporation of India
Max New York Life Insurance Co. Ltd.
MetLife India Insurance Co. Pvt. Ltd.
Om Kotak Mahindra Life Insurance Co. Ltd.
Sahara India Life Insurance Co. Ltd.
SBI Life Insurance Co. Ltd.

TATA AIG Life Insurance Co. Ltd.

A. V. Ganapathy *
Michael J. L. Wood
K. K. Wadhwa

K.S. Gopalakrishnan
N. D. Taket

V. Rajagopalan

A. Venkatasubramanian
G. N. Agarwal

R. P. Sharma

K. Sriram

James E. Thompson
K. K. Dhanri

R. Kannan

Phuong Ba Chung

* S. N. Bhattacharya was appointed w.e.f 22nd July, 2004
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ANNEX IV (b)
APPOINTED ACTUARIES OF NON-LIFE INSURERS
(as on 31st March, 2004)
Bajaj Allianz General Insurance Co. Ltd. V. Govindan
Cholamandalam MS General Insurance Co. Ltd. K. P. Sarma
General Insurance Corporation of India, Life Re-insurance Department T. Bhargava
General Insurance Corporation of India, Non-Life Re-Insurance Department D. K. Pandit
HDFC Chubb General Insurance Co. Ltd. N. Laxmanan
ICICI Lombard General Insurance Co. Ltd. Liyaquat Khan
IFFCO Tokio General Insurance Co. Ltd. A. P. Peethambaran
National Insurance Co. Ltd. B. Chatterjee
The New India Assurance Co. Ltd. A. R. Prabhu
Reliance General Insurance Co. Ltd. N. G. Pai
Royal Sundaram Alliance Insurance Co. Ltd. O. Laxminarayana
TATA AIG General Insurance Co. Ltd. K. Hanumantha Rao
The Oriental Insurance Co. Ltd. P. C. Gupta
United India Insurance Co. Ltd. S. Krishnan

Note: Agriculture Insurance Company of India Ltd. — N. R. Kapadia w.e.f 19th April, 2004
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ANNEX YV (a)
MORTALITY RATES OF ASSURED LIVES IN LIC OF INDIA
LIC 94-96 ULTIMATE

Age Mortality Rate Age Mortality Rate
14 0.00071 60 0.01307
15 0.00077 61 0.01439
16 0.00082 62 0.01590
17 0.00087 63 0.01761
18 0.00092 64 0.01952
19 0.00096 65 0.02162
20 0.00100 66 0.02272
21 0.00103 67 0.02562
22 0.00106 68 0.02882
23 0.00109 69 0.03237
24 0.00111 70 0.03629
25 0.00113 71 0.04062
26 0.00115 72 0.04539
27 0.00116 73 0.05064
28 0.00117 74 0.05640
29 0.00117 75 0.06273
30 0.00117 76 0.06966
31 0.00117 77 0.07723
32 0.00120 78 0.08550
33 0.00125 79 0.09452
34 0.00131 80 0.10433
35 0.00139 81 0.11499
36 0.00148 82 0.12655
37 0.00159 83 0.13907
38 0.00172 84 0.15108
39 0.00187 85 0.16230
40 0.00205 86 0.17415
41 0.00225 87 0.18664
42 0.00242 88 0.19978
43 0.00260 89 0.21356
44 0.00283 90 0.22800
45 0.00311 91 0.24307
46 0.00344 92 0.25878
47 0.00382 93 0.27511
48 0.00424 94 0.29203
49 0.00472 95 0.30952
50 0.00524 96 0.32755
51 0.00582 97 0.34607
52 0.00644 98 0.36505
53 0.00712 99 0.38444
54 0.00784
55 0.00861
56 0.00943
57 0.01029
58 0.01103
59 0.01195
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ANNEX YV (b)
MORTALITY RATES OF ANNUITANTS IN LIC OF INDIA
LIC A (96-98) ULTIMATE

Age Mortality Rate Life Expectation Age Mortality Rate Life Expectation
20 0.000919 57.45 65 0.013889 17.33
21 0.000961 56.50 66 0.015286 16.56
22 0.000999 55.56 67 0.017026 15.81
23 0.001033 54.61 68 0.019109 15.08
24 0.001063 53.67 69 0.021534 14.36
25 0.001090 52.72 70 0.024301 13.67
26 0.001113 51.78 71 0.027410 12.99
27 0.001132 50.84 72 0.030862 12.35
28 0.001147 49.89 73 0.034656 11.72
29 0.001159 48.95 74 0.038793 11.13
30 0.001166 48.01 75 0.043272 10.56
31 0.001170 47.06 76 0.048093 10.01
32 0.001170 46.12 77 0.053257 9.49
33 0.001171 4517 78 0.058763 9.00
34 0.001201 44.22 79 0.064611 8.53
35 0.001246 43.28 80 0.070802 8.08
36 0.001308 42.33 81 0.077335 7.66
37 0.001387 41.38 82 0.084210 7.26
38 0.001482 40.44 83 0.091428 6.88
39 0.001593 39.50 84 0.098988 6.52
40 0.001721 38.56 85 0.106891 6.19
41 0.001865 37.63 86 0.115136 5.87
42 0.002053 36.70 87 0.123723 5.56
43 0.002247 35.77 88 0.132652 5.28
44 0.002418 34.85 89 0.141924 5.01
45 0.002602 33.93 90 0.151539 4.76
46 0.002832 33.02 91 0.161495 4.52
47 0.003110 32.11 92 0.171794 4.29
48 0.003438 31.21 93 0.182436 4.07
49 0.003816 30.32 94 0.193419 3.87
50 0.004243 29.43 95 0.204746 3.68
51 0.004719 28.56 96 0.216414 3.50
52 0.005386 27.69 97 0.228425 3.33
53 0.006058 26.84 98 0.240778 3.17
54 0.006730 26.00 99 0.253473 3.01
55 0.007401 2517 100 0.266511 2.86
56 0.008069 24.35 101 0.279892 2.72
57 0.008710 23.55 102 0.293614 2.59
58 0.009397 22.75 103 0.307679 2.46
59 0.010130 21.96 104 0.322087 2.33
60 0.010907 21.18 105 0.336836 219
61 0.011721 20.41 106 0.351928 2.05
62 0.011750 19.64 107 0.367363 1.89
63 0.012120 18.87 108 0.383139 1.70
64 0.012833 18.10 109 0.399258 1.45
110 0.415720 1.08
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ANNEX VI

LIFE INSURANCE PRODUCTS CLEARED DURING THE FINANCIAL YEAR 2003-04

Sl

No.

1

2

3

4

5

Insurer

ALLIANZ BAJAJ

AMP SANMAR

AVIVA

BSLI

HDFC STD LIFE

Product

Swarna Vishranthi

Swarna Raksha

Cash Gain - Economy

Cash Gain - Gold

Cash Gain - Diamond

Cash Gain - Platinum

Allianz Bajaj Unit Gain
Allianz Bajaj Group Term Life
Allianz Bajaj Group Credit Shield
Allianz Bajaj Unit Gain-SP
Allianz Bajaj - Child Gain
Allianz Bajaj Protector

Raksha Shree (Term Assurance)
Group Defined Contribution
Superannuation Plan

Group Defined Benefit
Superannuation Plan

Group Gratuity Plan

Immediate Annuity

Vanishree

VanishreePlus

RakshaShree Plus

Life Shield

Loan Suraksha

Jana Suraksha

Young Achiever - Unit Linked

Young Achiever - Unitised with Profits
Anmol Suraksha

Life Bond 5

Treasure Plus - Unit Linked

Treasure Plus - With profits

Save Guard

BSL Group Protection solutions
BSL Classic

HDFC Gratuity Plan (HDFC Group Unit Linked Plan)
HDFC Group Term Insurance and Riders
HDFC Home Loan Protection Plan
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Riders

Accident Death Benefit Rider
Accident Permanent Partial /
Total Disability Benefit Rider

Critical illness Women Rider
Critical illness Plus Rider
Modification with Additional
Feature to Term Rider

Modification of Accident Death Benefit Rider
Modification of Critical illness Rider

Modification of Double Sum Assured
(Additional Term Benefit) Rider

Contd...
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Sl.

No.

6

7

9

Insurer

ICICI PRU

ING VYSYA

LIC

MNYL

Product

HDFC Savings Assurance Plan
HDFC Unit Linked Endowment Plan
HDFC Unit Linked Pension Plan
HDFC Leave Encashment Plan

ICICI Pru Group Gratuity

ICICI Pru Group Gratuity Plan

ICICI Pru Group SuperannuationPlan
ICICI Group Term Insurance Plan

ICICI Pru Tied Annuity / Immediate Annuity
ICICI Pru Group Term insurance

and attached 4 riders

ICICI Pru Secure Plus

ICICI Pru Cash Plus

ICICI Pru Secure Plus Pension

ICICI Pru Smart Kid - Unit Linked (RP)
ICICI Pru Smart Kid - Unit Linked (SP)

ICICI Pru Group Term Insurance with Profit Sharing

ICICI Pru Group Superannuation Plan
Group Insurance Solutions -YRT

Group Insurance Solutions - Single
Premium Term Assurance

Personal Pension Plan (Best Years Retirement Plan)

Safal Jeevan Endowment

Varistha Pension Bima Yojana
New Jeevan Shree -1

Jeevan Akshay - I

Jeevan Saral

Bima Nivesh 2004

Max Suraksha

Stepping Stones

Life Gain Plus 20

Life Gain Plus 25

Group Gratuity cum Term Assurance
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Riders

Modification of Accelerated Sum Assured Rider
Modification of Waiver of Premium Rider
Accidental Death Benefit (Group)

Total & Permanent Disability benefit (Group)
Total Permanent & Partial Disability benefit (Group)
Critical illness (Group)

Terminal iliness (Group)

ICICI Pru Critical illness Benefit Rider (Accelerated)
ICICI Pru Waiver of Premium Rider

ICICI Pru Modification of Income Benefit Rider
ICICI Pru Critical iliness Benefit Rider (Stand alone)
ICICI Pru Group Accidental Benefit Rider

ICICI Pru Group Accident and Disability
Benefit Rider

Group Life - Year Renewable Group Critical
illness rider

Modification of Term Assurance Rider (thrice)
Critical illness Rider
Modification of Accident Death Benefit Rider

Waiver of Premium Rider
Payor Rider

Contd...
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Sl.

No.

10

1

12

13

Insurer

METLIFE

OM KOTAK

SBI LIFE

TATAAIG

Product Riders

Met Bhavishya Met Group CI Rider

Met Suvidha (P) Endowment Met Group Accidental Permanent and Partial
Disability Benefit Rider

Met Suvidha (NP) Endowment Met Group Accidental Permanent and Total
Disability Rider

Met Pension Par Accidental Death Benefit Rider (Individual)

Met Suraksha Critical lliness Rider (Individual)

Met Suraksha TROP Term Rider (Individual)
Met Group Accidental Disability Benefit Rider

Kotak Superannuation Group Plan Kotak Complete Cover Group Plan

Kotak Term Group Plan With Critical illness Rider

Experience Sharing

Kotak Complete Cover Group Plan

Kotak Easy Growth Plan

Kotak Easy Growth Plan (With 5 times cover)

SBI Life Swadhan (Individual) Premium Waiver Benefit Rider

SBI Life Swadhan (Group) or Modification of Danvantari Supreme Rider
SBI Life Sakti (Group)

SBI Life Pension Tatkal

SBI Life - Sanjeevan Supreme

SBI Life - Sethubandhan

SBI Life Shield

SBI Life - Subhadra

SBI Life-Sangam

Health First (Health Protector - 5 year Renewal Term
(YRT) Hospital and Surgical Plan)

Special Maha Life

Life Plus

Raksha 10/15/20/25

Credit Shield Plus

UL Superannuation Scheme - Defined Contribution
UL Gratuity Scheme

Investor Link - Regular Premium

Unit Linked Plan (INVEST ASSURE)

Nirvana Plus

Nirvan Gold

Star Kid
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ANNEX VII

NON-LIFE PRODUCTS (NON-TARIFF) INTRODUCED DURING THE FINANCIAL YEAR 2003-04

Sl. No. Insurer Product
1. AIC Farm Income Insurance Scheme
2. BAJAJ ALLIANZ Guru Raksha Insurance Policy

Freight Services Package Policy
SME Package Insurance

Port & Terminal Operators Policy
Pravasi Bharatiya Bima Yojana
Jewellers Block Insurance Cover

3. CHOLAMANDALAM Asset All Risks Policy

4. ECGC Export Turnover Policy
Export Credit Insurance (Specific Buyers) Policy
Export of Services Insurance Policy

5. HDFC CHUBB Crime Insurance Policy
Product Liability Policy
Public Liability Policy
Marine Cargo Open Policy
Mutual Fund Asset Protection Policy
Miscellaneous Professional Liability Policy

6. ICICI LOMBARD Individual Health Insurance Policy
Director’s & Officer’s Liability Insurance Policy
Performance Guarantee Insurance Policy
Weather Insurance Policy
Emigrant Workers Insurance
Overseas Individual (Student) Insurance Policy
Credit Insurance — (Globealliance) Loan Care Policy
Comprehensive General Liability Policy
Globetrotter - Senior Citizen Plan
CPM Policy
Domestic Travel Insurance

7. IFFCO TOKIO Individual Medi shield Policy
Weather Insurance Policy

8. NATIONAL Cruise Insurance - Overseas Mediclaim Policy (Revised)
Professional Indemnity Policy for Insurance Brokers
Workers’ Welfare Policy
Universal Mediclaim Policy
Yeshasvini Co-operative Health Insurance Scheme
Pravasi Bharatiya Bima Yojana
Pet Dog Insurance

Contd...
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Sl. No. Insurer Product

9. NEW INDIA Credit Insurance Policy (Amendments)
Overseas Mediclaim Policy (Revision)
Universal Mediclaim Policy
Pravasi Bharatiya Bima Yojana

10. ORIENTAL Universal Mediclaim Policy
Sweet Home Package Policy
Good Health Medical Insurance
Pravasi Bharatiya Bima Yojana

11. RELIANCE Farmers Package Policy
Family Package Policy
Pravasi Bharatiya Bima Yojana

12. ROYAL SUNDARAM Hotel Royal Shield Insurance
Educare Policy

13. TATAAIG Package Insurance Policy For Mutual Funds
Pollution Legal Liability Select Policy
Accident & Health - Group Personal Injury Plan (Revised)
Crime Manager Policy
Group Medical Health Product
Emigrant Overseas Travel Policy
Group Personal Accident and Business Travel Accident (Revised)
Travel Care Policy (Revised)
Domestic Travel Accident Policy (Revised)

14. UNITED Universal Mediclaim Policy
Dental Insurance Policy
Overseas Mediclaim Policy (Revised)
Pravasi Bharatiya Bima Yojana
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ANNEX VIII
OBLIGATORY CESSIONS RECEIVED BY GIC

The obligatory cessions received by GIC under the various classes of non-life business is 20 per cent of the premium underwritten
in the respective segment. The details of Maximum Liability Per risk; Re-insurance Commissions and Profit Commissions are :

Class Maximum Reinsurance Commission Profit Commission
Liability Per Risk (Per cent) (Per cent)
Obligatory Pool Obligatory Pool
Fire & IAR Rs 50 crore PML 35 Nil 20 Nil
Marine Cargo Rs 10 crore Sum 25 Nil 10 at the Nil
Insured end of 36
months
War/ SRCC No Limit 10 Nil Nil Nil
SRCC No Limit 10 Nil Nil Nil
Marine Hull Rs 16 crore Net rated risks: 5 17.50 Rendered
(Tariff Rated) Sum Insured Gross Rated risks: 17.5 in 3rd year
for 3 preceding
Marine Hull Rs 16 crore Net rated risks: 5 17.50 underwritten
(Other business) Sum Insured Gross Rated risks: 17.5 years
Motor, WC No Limit 20 Nil Nil Nil
Aviation Hull No Limit 10 Nil Nil Nil
Aviation Liability No Limit 15 Nil Nil Nil
Aviation Airlines No Limit Mutually agreed Nil
Oil & Energy Rs 2 crore 2.50 Nil 20 at the Nil
end of 36
months
Liabilities (Public No Limit 25 Nil Nil Nil
Liability and Products
Liability)*
Other No Limit 25 Nil Nil Nil
Miscellaneous
MB/ BE/ LOP Rs 15 crore PML 30 Nil Nil Nil
or Rs 45 crore
Sum Insured
CAR/ EAR/ Rs 30 crore PML 30 Nil Nil Nil
ALOP/ DSU or Rs 90 crore

Sum Insured

*Non-Standard Liability

covers such as:

- Product Recall

20% on case to

-D&O case basis -
-E&O Maximum
- Professional obligatory
Indemnity cessions limit
- Compensation fromRs 2to 5
General Liability crore

- Other Liability

PML — Probable Maximum Loss; IAR — Industrial All Risk; SRCC — Strike Riot Civil Commotion; WC — Workmen’s Compensation;
MB — Machine Breakdown; CAR — Contractor’s All Risk; EAR — Erection All Risk; BE — Broiler Explosion; ALOP — Advance Loss of Profit;
DSU — Delay in Start Up; D&O — Directors and Officers Liability; E&O — Errors and Ommissions

145



ANNUAL REPORT 2003-04

REGISTERED BROKERS (STATE - WISE BREAKUP)

ANNEX IX

State Licenses Issued

Direct Reinsurance Composite Total
Andhra Pradesh 11 1 12
Chandigarh 3 3
Gujarat 6 6
Karnataka 7 7
Kerala 3 3
Madhya Pradesh 3 3
Maharashtra 32 4 15 51
New Delhi 28 3 31
Punjab 7 7
Rajasthan 3 3
Tamil Nadu 10 1 1"
Uttar Pradesh 6 6
West Bengal 9 2 1"
Total 128 4 22 154
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ANNEX X

TARIFF BUSINESS MONITORED BY TARIFF ADVISORY COMMITTEE

Sl. No. Department Policy

1. Fire All India Fire Tariff Insurance Policy
Petrochemical Tariff
Industrial All Risk Insurance Policy
Consequential Loss (Fire) Tariff

2. Marine Cargo* Marine Hull Tariff
Fishing Vessels Tariff
Tea Tariff
3. Engineering Contractors All Risk Insurance Policy

Contractors Plant and Machinery (CPM) Insurance Policy
Electronics Equipment Insurance Policy

Machinery Break down Insurance Policy

Civil Engineering Completed Risks Insurance Policy
Storage Cum Erection Insurance Policy

Loss of Profit (MB & BLOP)**

Boiler and Pressure Vessels Insurance Policy
Deterioration of Stocks — (Potato)

4. All India Motor Tariff — 2002 Act Policy
Private Car Package Policy
Motorized Two wheelers’ Package Policy
Commercial Vehicle Package Policy
Motor Trade Package Road and Transit Risks only Policy
Motor Trade — Internal Risks only Policy

5. Miscellaneous Workmen Compensation Tariff

* Detariffed w.e.f 1st April, 2004.
** MB — Machinery Break down ; BLOP — Business Loss of Profit
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ANNEX XI

INSURANCE ADVISORY COMMITTEE

Sl. No. Member
1 A.C. Mukherjee, Kolkata
2 A.K. Venkatsubramanian, IAS Retd., Former Secretary, GOI, Chennai
3 Liyaquat Khan, Lucknow
4 S.P. Subhedar, Actuary, Mumbai
5 A.K. Tyagi, General Secretary, NFIFW, Lucknow
6 C.N.S. Shastri, Puttaparthi, Andhra Pradesh
7 Chairman, GIC, Mumbai
8 Chairman, LIC of India, Mumbai
9 D. Varadarajan, Advocate, New Delhi
10 D.N. Buragohain, Ex-Director, lIT, Guwahati
11 Dipak Dutta, Bengal Chamber of Commerce, Kolkata
12 Director, Central Road Research Institute, Pune
13 Director, IIM, Bangalore
14 Director, NIA, Pune
15 Ela Bhat (Ms), SEWA, Ahmedabad
16 Fali Poncha, Mumbai
17 John Koshy, Agent, Cochin
18 Pushpa Girimaji (Ms), New Delhi
19 S.V. Mony, Chennai
20 Saumil Mehta, Surveyor, Mumbai
21 T. Ramanan, Mumbai
22 T.S. Vishwanath, FCA, New Delhi
23 V.K. Bhasin, Joint Secretary, Ministry of Law, New Delhi
24 V.S. Vyas, Jaipur
25 Vice Chancellor, Punjab Agricultural University, Ludhiana
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ANNEX XiII

CIRCULARS / ORDERS / NOTIFICATIONS ISSUED BY THE AUTHORITY

Sl. No. Ref. No.

1 IRDA/CIR/013/2003

2 IRDA/CIR/014/2003

4 IRDA/CIR/015/2003

5 IRDA/CIR/016/2003

9 IRDA/CIR/017/2003

10

11

unit

12 Actl/AA/Circular

13

14

15

16 IRDA/CIR/019/2003

17

Date of issue

07/04/2003

16/04/2003

16/04/2003

17/04/2003

23/04/2003

29/04/2003

29/04/2003

08/05/2003

09/05/2003

16/05/2003

19/05/2003

23/05/2003

23/05/2003

24/05/2003

28/05/2003

30/05/2003

02/06/2003

Subject

Circular on accounting principles for preparation of financial statements
to all insurers

Notification for appointment of Member (Actuary) as Chairman of Life
Insurance Council to all insurers

Circular to all life insurers on Form-LB-4 of IRDA’s (Actuarial Report
and Abstract) Regulations, 2000

Order for levy of penalty under Section 105B of the Insurance Act, 1938
against Reliance General Insurance Co. Ltd.

Presentation to IRDA in respect of various performance parameters
during last financial year 2002 - 03 and plans for the current year
2003-04 by general insurers

Circular clarifying issues raised by insurers on preparation of financial
statements — Life

Circular clarifying issues raised by insurers on preparation of financial
statements — General

Order under Section 14 of the IRDAAct, 1999 directing Oriental
Insurance Company Ltd. to pay M/s R. T. Exports, Mumbai the claim
under marine insurance policy

Circular asking insurers to furnish particulars of all persons paid
remuneration exceeding such sum as required under 217(2A)(a) of the
Companies Act, 1956 read with the Companies (Particulars of
Employees) Rules, 1975

Corrigendum on circular dated 29" April, 2003 clarifying issues raised
by general insurers on preparation of financial statements — General
Notice to all life insurers on publication of charges in sales literature in
linked policies

Circular to life insurers enclosing draft appointment letter to be issued
to Appointed Actuary

Circular to general insurers giving revised financial limits of categorized
surveyors and loss assessors

Notice to general insurers giving revised financial limits of categorized
surveyors and loss assessors

Order appointing Mr. S. V. Mony as Chairman of Committee of Experts
to consider alternatives available to have a free market availability of
the products and to suggest to the Authority the measures to be taken
for differential tariffing to general insurers

Modification of IRDA Notification dated 22nd March, 2003 on scales of
remuneration/commission payable to brokers

Order under Section 64 UM(4) of the Insurance Act, 1938 directing New
India Assurance Company Limited to discharge liability under Fire
Insurance Policy issued by M/s J.P. Exports, Renigunta

Contd...
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Sl. No.
18

19

20

21

22

23
24

25
26
27

28

29

30
31

32
33

34

35

36
37
38

39

40

41

Ref. No.

IRDA/CIR/020/03

IRDA/CIR/021/03

IRDA/FA/01/8/03-04

IRDA/LIFE/001/03

IRDA/CIR/023/03

IRDA/ACTL/FUP/Ver A/Aug 03

Date of issue Subject

06/06/2003

06/06/2003

06/06/2003

09/06/2003

09/06/2003

10/06/2003
20/06/2003

16/06/2003
22/06/2003
27/06/2003

04/07/2003

04/07/2003

11/07/2003
16/07/2003

17/07/2003
23/07/2003

05/08/2003

08/08/2003

11/08/2003
12/08/2003
28/08/2003

01/09/2003

02/09/2003

10/09/2003

Order under Section 102 of the Insurance Act, 1938 directing Oriental
Insurance Company Limited to discharge liability under Marine Policy
issued by M/s R.T. Exports, Mumbai

Order rescinding the penalty proceedings against Reliance General
Insurance Co. Ltd. and treating the Order dated April 17, 2003 as
withdrawn

Remuneration of Brokers

Clarification on IRDA Notification IRDA/CIR/019/2003 dated May 30, 2003
on scales of remuneration to Brokers

Notification regarding Mr. N. Rangachary, Chairman, IRDA demitting
office

Notification regarding Mr. C. S. Rao assuming charge as Chairman, IRDA

Notice pertaining to surveyors and loss assessors examination to be
held in the month of August, 2003

Updated Broker List
Updated Broker List

Notice to all life insurers regarding submission of actuarial report and
abstract

Notice to all life insurers to have premium rates with a facility of a
premium calculator on the company’s web-site

Clarification regarding Appointed Actuary Annual Report to all life
insurers

Premium Calculator on Insurers’ website

Abeyance of IRDA Notification IRDA/CIR/019/2003 dated May 30, 2003
on scales of remuneration/ commission payable to insurance brokers

Insurance awareness Campaign

Circular seeking submission of details of equity holding pattern of
insurers

Circular to all non-life insurers permitting issuance of Comprehensive
Package Policy — CPM Equipment insurance policy

Finalization of accounts for the financial year 2002-03 — relaxations
granted to public sector general insurers

Brief on functioning of Insurance Ombudsman

C&AG Audit Report for 2001-02

Display of latest NAV of unit linked life insurance policy along with date
of valuation by all life insurers

IRDA Order on Constitution of an Expert Committee for examination of
remuneration structure of insurance brokers, agents and other
intermediaries in general insurance business — Terms of Reference
Circular to life insurers on Profit Sharing/Experience

Rating under Group Insurance Schemes

TPA List

Contd...
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Sl. No.

42

43
44
45
46

47

48
49

50

51
52
53
54
55
56
57
58

59

60
61

62

63
64

65

66

67
68

69

Ref. No.

IRDA/ACTL/5101

IRDA/INV/005/03-04

IRDA/FA/01/10/2003-04

IRDA/FA/02/10/2003-04

ADM/ORD/001/03-04
F&A/ORD/003/Jan04

ADM/ORD/002/Jan-04

ADM/ORD/004/Jan-04
HLT/ORD/005/Jan-04

RAC/ORD/006/Feb-04

ADM/ORD/007/MAR-04

Genl/RI/008/Mar-04
GEN/CIR/009/MAR-04

INV/CIR/009/2003-04

Date of issue Subject

12/09/2003

18/09/2003
26/09/2003
17/10/2003
23/10/2003

29/10/2003

29/10/2003
30/10/2003

15/12/2003

15/12/2003
22/12/2003
24/12/2003
30/12/2003
02/01/2004
07/01/2004
19/01/2004
19/01/2004

19/01/2004

21/01/2004
22/01/2004

23/01/2004

29/01/2004
30/01/2004

03/02/2004

01/03/2004

03/03/2004
03/03/2004

22/03/2004

Invitation for comments to the Expert Committee on issues pertaining
to practice of special discount and remuneration to insurance brokers
and insurance agents

Clarification on rider/rider benefits to all life insurers
Message to all trainee surveyors
Circular to all insurers regarding Section 7 of Insurance Act, 1938

Circular to all general insurers to furnish statements under IRDA (Assets,
Liability & Solvency Margin of Insurers) Regulations, 2000 along with
IBNR certification from Appointed Actuary

Circular to all insurers regarding regulations pertaining to preparation
of financial statements by the insurers

Circular regarding transfer of funds by the life insurers

Circular to all insurers on Mr. Mathew Verghese joining the Authority as
whole-time member

Nomination of Mr. Mathew Verghese as Chairman of General Insurance
Council

Nomination of Mr. T. K. Banerjee as Chairman of Life Insurance Council
Report of Expert Committee on Insurance Brokers

File & Use Circular

Updated TPA List

25 Hours training for Agents

Updated list of Brokers

Appointment of Mr. C. N. S. Shastri as Advisor to the IRDA

Appointment of a Committee to look into various issues relating to
regulations for preparation of financial statements by the insurers, both
life and non-life

IRDA (Investment Amendment) Regulation, 2004 & IRDA (Qualification
of Actuary) Regulation, 2004

Investment Guidelines

Issuance of orders, guidelines, notices and circulars issued by the IRDA
only after being numbered

Business figures for the nine month period ending December, 2003 for
life/ non-life insurers

Confirmation of services of 13 officers on probation

Constitution of a Health Insurance Data Sub-Group under the
Chairmanship of Mr. Mathew Verghese, Member, IRDA

Constitution of Reinsurance Advisory Committee under Sec. 101B of
the Insurance Act, 1938

Order on appointment of Mr. G. V. Rao as Advisor to IRDA for
establishment of the Institute of Surveyors and Loss Assessors
General Insurance — Reinsurance with Indian Reinsurer, 2004
Special discount in lieu of agency commission/brokers remuneration
and remuneration payable to Direct Insurance Brokers and Insurance
Agents

Deposit under Section 7 of Insurance Act, 1938 and Gilt Account
opened for Government Security Transactions

Contd...
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Sl. No.

70
71
72

73

74

75
76

77

78

79
80

81
82

83

84
85
86
87

88
89
90
91

92

93
94
95
96
97
98
99

100

101

Ref. No.
F&A/CIR/010/MAR-04
F&A/CIR/011/MAR-04
IRDA/Genl/RI/014/Mar-04

Order No.15/ADM/ ORD/
APR-04

BRO/ORD/016/MAR-04

F&A/CIR/017/MAY-04
GEN/CIR/018/MAY-04

BRO/ORD/020/JUNE-04

GEN/CIR/21/JUN-04

IRDA/ORD/22/JUN-04
IRDA/ORD/OWD/ 019/
June-04
F&A/CIR/024/JUNE-04
GEN/CIR/25/JUN-04

IRDA/ORD/ADM/ 026/
JUL-04

IRDA/ADM/ORD/27/JUL-04

IRDA/S&LA/28/JUL-04
IRDA/INV/023/2004-05
IRDA/CIR/29/JUL-04

IRDA/GEN/30/JUL-04
INV/CIR/031/2004-05
F&A/CIR/032/July-04
BRO/ORD/033/JUL-04

IRDA/ADM/ORD/34/
AUG-04
IRDA/RI/35/Aug-04
IRDA/BRO/36/AUG-04

R&D/STATS/INS/01/Aug-04
IRDA/GRE/ORD/37/AUG-04

INV/CIR/038/2004-05

IRDA/CIR/AT/039/AUG-04
IRDA/ORD/ADM/040/SEP-04

IRDA/ORD/AGT/041/
SEP-04
IRDA/ORD/LEG/042/
SEP-04

Date of issue

23/03/2004
23/03/2004
25/03/2004

15/04/2004

05/05/2004

18/05/2004
24/05/2004

08/06/2004

08/06/2004

14/06/2004
17/06/2004

22/06/2004
22/06/2004

08/07/2004

12/07/2004
16/07/2004
20/07/2004
21/07/2004

22/07/2004
27/07/2004
28/07/2004
30/07/2004

04/08/2004

05/08/2004
18/8/2004

18/08/2004
23/08/2004
24/08/2004
25/08/2004
1/09/2004

29/09/2004

29/09/2004

Subject

General Insurance officers’ Special Voluntary Retirement Scheme, 2004
Preparation of financial statements of life insurers

Clarification on the “Percentage Cessions” in the Authority’s order dated
3rd March, 2004

Repudiation of Marine claims Nos. 20014 to 20016/9

by United India Insurance Co. Ltd. — Madras High Court Order No.10/
200 WP No0.25223 of 2003

Suspension of Direct Insurance Brokers License of M/s Avani Insurance
Services Pvt. Ltd., Mumbai

Preparation of financial statements by the general insurers
Clarifications on the interpretation of various provisions of the Insurance
Act, 1938

Suspension of Direct Brokers License of M/s Mass Insurance
Brokers Pvt. Ltd.

Special Discount in lieu of agency commission/brokers remuneration

and remuneration payable to direct insurance brokers and insurance
agents — marine hull business

Inspection of Training Institutes — NIS Sparta

IRDA Functional Chart

Furnishing of Returns by the insurers

Special Discount in lieu of agency commission/brokers remuneration

and remuneration payable to direct insurance brokers and insurance
agents — marine hull business

Appointment Order of Ms. V. Vedakumari, IA&AS as

Executive Director

Appointment Order of Dr. D.V.S. Sastry as DG (R&D)

Constitution of Ad-hoc Committee of Surveyors & Loss Assessors

Section 7 Deposit — Confirmation by insurers and their Bankers

Marketing of insurance products for industrial risks involving tariff and

non-tariff business

Comments on SV Mony Committee Report

Outsourcing of investment function

General Insurance Officers’ Special Voluntary Retirement Scheme

Revocation of suspension of Direct insurance broking license of
M/s Mass Insurance Brokers Pvt. Ltd.
Joining of Dr. D.V.S. Sastry as DG w.e.f. 27" July, 2004

Underwriting of large risks

Circular on the activities of Principal Officer of broking companies
Data base on the intermediaries

Settlement of the claim of M/s Patni Automobiles

Guidelines on Fixed Income Derivatives

Pre-recruitment training and tests for insurance agents

Ms. V. Vedakumari, ED (Admn.) also being appointed as Administrator
of IIRM

Stoppage of issuance of Corporate Agency license till further orders

Personal hearing and submission on the reply of the Corporate Risk
India Pvt. Ltd.
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AUDIT CERTIFICATE

| have examined the Receipt and Payment Account, Income and Expenditure Account for the year

ended 31st March 2003 and the Balance Sheet as on 31st March 2003 of Insurance Regulatory

and Development Authority. | have obtained all the information and explanations that | have required

and subject to the observations to the appended Audit Report which, inter alia, contains the following

major audit observations:-

(i)

(ii)

(i)

(iv)

The receipts of the Authority amounting to Rs. 57.93 crore were held in bank accounts in
violation of the directions of the Ministry of Finance for keeping the same in Public Account of
India. (Para 1.2)

The proceeds of FDRs totalling Rs. 2.05 crore were accounted for by the Authority during
2002-03 though the credit was actually afforded by the bank during 2003-2004. This resulting
in misclassification of Rs. 2.05 crore in the accounts. (Para 2.1.2)

Amount of Rs. 10 crore contributed as capital in a joint venture company was incorrectly
charged in the Income and Expenditure account. This resulted in understatement of investment
and overstatement of expenditure. (Para 2.2.1)

Misclassification of an advance of Rs. 7.12 crore given to Prasar Bharathi as expenditure
resulted in overstatement of expenditure. (Para 2.2.2)

certify, as a result of my audit that in my opinion these accounts and balance sheet are properly

drawn up, so as to exhibit a true and fair view of the state of affairs of the Insurance Regulatory and

Development Authority according to the best of information and explanations given to me and as

shown by the books of the council.

Place : New Delhi Director General of Audit
Dated : 03.11.2004 Central Revenues

154



ANNUAL REPORT 2003-04

AUDITOR’'S REPORT

Audit Report on the accounts of Insurance
Regulatory and Development Authority for
2002-03

Introduction

The Insurance Regulatory and Development Authority
(Authority) was established on 19 April 2000 under Insurance
Regulatory and Development Authority Act, 1999 with its
headquarters at New Delhi, which was shifted to Hyderabad
in August 2002. The Audit of the accounts of the Authority has
been entrusted under Section 19(2) of the Comptroller & Audit
General (Duties, Power & Conditions of Services) Act, 1971.
The Authority is headed by a Chairman, who is assisted by
five full time members and Four Part-time Members. On the
date of the conclusion of audit, besides the Chairman, there
were three full time and four part time Members. There is an
Insurance Advisory Committee, which assists the Authority in
making Rules and Regulations. The main functions of the
Authority inter-alia are to:

Protect the interest of and secure fair treatment to policy-
holders;

Bring about speedy and orderly growth of the insurance
industry (including annuity and superannuating payments), for
the benefit of the common man, and to provide long term funds
for accelerating growth of the economy;

Set, promote, monitor and enforce high standards of integrity,
financial soundness, fair dealing and competence of those it
regulates;

Ensure that insurance customers receive precise, clear and
correct information about products and services and make
them aware of their responsibilities and duties in this regard,;

Ensure speedy settlement of genuine claims, to prevent
insurance frauds and other malpractices and put in place
effective grievance redressal machinery;

Promote fairness, transparency and orderly conduct in financial
markets dealing with insurance and build a reliable
management information system to enforce high standards
of financial soundness amongst market players; and

Take action where such standards are inadequate or
ineffectively enforced.

1.1 Sources of Receipts

During the year 2002-03, the Authority’s receipts were
Rs: 39.18 crore. The receipts consisted mainly of fees received
from various insurance companies/agents, on account of
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registration and renewal charges.

1.2 Funds

The receipts of the Authority are being held in bank accounts
despite directions of the Ministry of Finance for keeping the
funds in Public Account of India in non-interest bearing
accounts. As of 31 March 2003, funds amounting to
Rs.57.93 crore were kept in interest bearing deposits with
scheduled banks.

2. Comments on account
2.1 Balance Sheet

Liabilities
2.1.1 IRDA Fund — Rs. 8.93 lakh

As per section 16 of IRDAAct, 1999 all the Government grants,
fees and charges received by the Authority are to be credited
to IRDA fund after meeting day to day expenses. The Authority
had, however, credited the IRDA fund only to the extent of
Rs. 8.93 lakh which amount represented the value of assets
transferred by Interim Regulatory Authority during the year
2000-01. The surplus balance of funds after meeting the
expenditure was instead kept in accounts under the head
‘Surplus and Funds’. The balance of surplus funds as
on 31 March 2003 was Rs. 3400.90 lakh, which should have
been transferred to IRDA fund.

The Authority stated (July 2004) that the Balance Sheet had
been prepared as per ‘Form A’ which was duly approved by
the competent authority. However, it was observed in audit
that ‘Form A’ also provided for receipts during the year under
IRDA fund. Moreover, as per Section 16 of IRDA Act, 1999 all
the Government grants, fees and charges received by
Authority were to be credited to the IRDA Fund after meeting
day-to-day expenses. Thus, IRDA Fund should include fees
received on accounts of registration, renewal etc.

Assets
2.1.2 Misclassification of Rs. 2.05 crore

The Authority sent four FDRs totalling Rs. 2.05 crore to the
concerned banks on 31 March 2003 for premature redemption.
The proceeds including interest were credited by banks
on 3 April 2003. However, the Authority credited the receipt of
Rs. 2.05 crore in the accounts for 2002-03 (RV No. 445 &
446), though credit was actually received in the following year
i.e. 2003-04. The amount of interest was rightly taken as
accrued income in the year 2002-03. The action of the
Authority to account for Rs. 2.05 crore as receipt on the ground
that the FDRs were sent on 31 March 2003 was incorrect as
the proceeds were credited on 3 April 2003. Thus, the



ANNUAL REPORT 2003-04

investment under fixed deposits was understated by
Rs. 2.05 crore and bank balance overstated by the
corresponding amount.

The Authority replied (July 2004) that necessary accounting
entries had been made on 31 March 2003 since it had
instructed the respective banks to redeem the same on the
same date. The reply is not tenable in view of the fact that the
FDR can only be treated as bank balance when it is actually
credited to the respective bank account and not merely on
the basis of instruction to the bank. The fact remains that
these fixed deposits were redeemed and credited to the bank
account on 3 April 2003.

2.2 Income and Expenditure Account

Expenditure

2.2.1 Incorrect classification of development
expenditure

Rs. 10 crore had been booked under the head ‘development
expenditure’ in the Income and Expenditure account. Scrutiny
of records revealed that the above payment was made to
Institute of Insurance and Risk Management (IIRM), a joint
venture company promoted by the Authority in collaboration
with Government of Andhra Pradesh to carry out research in
insurance and risk management. The Authority had
contributed Rs. 10 crore (Rs. 8 crore for creation of IRDA
endowment fund and Rs. 2 crore for building) for capital fund
of IIRM for promoting and availing the benefits of research.
This amount should have been depicted as asset in the
Balance Sheet under ‘investment-others (Capital)’. Incorrect
classification of the transaction resulted in overstatement by
Rs. 10 crore in the Income and Expenditure account and
understatement of assets by the corresponding amount.

The Authority stated (July 2004) that the IRDA (Form of Annual
Statement of Accounts and Records) Rules, 2001 notified by
Government of India specifically provides a head
"Development expenditure" under Income and expenditure
account and that any expenditure incurred by the Authority
for the development of insurance market was to be accounted
for under the head "Development expenditure". It was further
mentioned that transfer of funds was without recourse of
refund and as such could not be considered as an asset.

The reply of the Authority is not tenable as Rs. 10 crore was
given to IIRM as its share of capital and should have been
shown as investments under a specific head.

2.2.2 Promotional expenditure

An amount of Rs. 7.12 crore was deposited as advance with
the ‘Prasar Bharati’ on 13 January 2003 on account of Telecast
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and Production fees for publicity services to be rendered upto
31 March 2003. As the envisaged services were not rendered
by the ‘Prasar Bharti’ as per schedule, the same was continued
in the next financial year. Adjustment bills for the advance
paid were awaited as of April 2004. The advance of
Rs. 7.12 crore should have been depicted in the accounts on
assets side under ‘Deposits’ pending receipt of adjustment
accounts. Instead, the Authority booked this amount as
expenditure in the Income & Expenditure account. The
expenditure was, thus, overstated by Rs. 7.12 crore and assets
understated by the corresponding amount.

The Authority stated (July 2004) that this was noted for
adherence in future.

3. General
3.1 Transfer of Rs. 10 crore to IIRM

Test check revealed that on 8 November 2002, one out of two
authorised signatories for operating bank accounts instructed
the Indian Overseas Bank, Parliament Street, New Delhi,
referring to the telephonic instruction of the Chairman, that
Rs. 10 crore be transferred in favour of IIRM from Authority’s
account no. CA-3000. Accordingly, the bank prepared two pay
orders (nos. 608903 & 608904 dated 8.11.2002) of Rs. 5 crore
each on the same day in favour of IIRM which is separate
company registered under companies Act 1956. Thus,
Rs. 10 crore was transferred on the basis of letter signed by
only one signatory, which is highly irregular. Moreover, Rs. 10
crore should have been first credited to bank account of the
Authority and then the pay orders of the above said amount
should have been issued.

On the matter being pointed out, the Authority stated
(July 2004) that the transfer of Rs. 10 crore was only an act of
execution of the decision of the Authority, which the single
signatory did as a ‘designated officer’ of the Authority. The
reply is not tenable, as under the banking arrangements
entered into by the Authority, the funds could have been
transferred only under instructions of both the authorised
cheque drawing signatories. The Authority has, however, noted
audit observation for adherence in future.

3.2 Accounting Policies and Notes on
accounts

3.2.1 Codification of accounts

Though the Authority maintained the accounts in computer
environment, the account needs were not digitally codified. It
is suggested that necessary codification of account heads
should be carried out for better results and control.

In response the Authority stated (July 2004) that it did not find
any necessity to use accounting code system as codification
is very useful where the total number of accounting head used
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by the organisation is too many and in IRDA the total number
of accounting head is very small. Moreover, the Authority is
using accounting package "Tally" which is user friendly and
is known for its quality.

The reply is not tenable as the audit observed misclassification
of renewal fee (Para 3.1), which could have been avoided,
had the Authority adopted codification of accounts. Authority
has to ensure that misclassifications are avoided irrespective
of the kind of software used.

3.2.2 Verification of Fixed assets

The Authority had fixed assets valuing Rs. 97.95 lakh as per
balance sheet as on 31 March 2003. It was, however,

Place : New Delhi

Dated : 03.11.2004
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observed that physical verification of fixed assets for the year
2002-03 had not been conducted and obsolete, unusable,
irreparable, condemned or lost assets if any, were also not
identified and excluded from the fixed assets account.

In the absence of the physical verification of assets, the
correctness of the value of the same shown in the Balance
Sheet could not be verified in audit.

4. Net impact

The net impact of the audit comments given in the preceding
paras is that the assets of the Authority as on 31 March 2003
were understated by Rs. 17.12 crore and expenditure was
overstated by corresponding amount.

Director General of Audit
Central Revenues
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